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lleghany S prlmary ob]ectlve is to create stockholder
“value prmmpally through the cwnership and

management of a small group of operating busmesses
~and investments. Alleghany is managed by a select
‘company staff, which seeks out attractive investment

~ opportunities, delegates responsibilities to competent and
~ motivated maragers, sets management goals for its
‘operating businesses, ensures that managers. are provided
with incentives to meet these goals and monitors their

~ progress. The operatmg businesses function in an

| entrepreneunal climate as qua51 -autonomous enterprises.
| Conservatlsm dominates Alleghany’s ,

- management phllosophy Tt shuns investment fads and
.fashlons in favor of acquiring relatively few interests in
basic financial and industrial enterprises that offer

«long -term value to the investor. Alleghany S operatmg
busmesses and mvestments include:

AI.!.EGHANY INSURAHGE HOLDINGS e
A holding company for Alleghany’s property -

“and casualty, and fidelty and surety, insurance
-operationsﬂf :
WORLD MINERALS INC. .
' Conducts a worldwide industrial minerals -
business ‘
. HEADS & THREADS INTERNA'HONAI. LLC
A major 1rnporter and distributor of steel
~ fasteners
.ALLEGHANY PIIDPEHTIES, ING. .
A s1gmflcant landowner in the Sacramento,
‘ : California region
BIIHI.INGTON NORTHERN SANTA FE CORPORATION
Alleghany owns 2.1 percent of one of the largest
"railroad networks in North America.



FINANCIAL HIGHLIGHTS

(in millions except for share and per share amounts):

Year Ended Décember 31

Quarter Ended December 31
2003 2002 2003 2002
Revenues $1,018.2 $ 576.9 $ 380.4 $ 133.7
Earnings (losses) before taxes $ 2404 $ 574 $ 112.3 $ (0.4)
Net earnings (losses) - $ 1624 $ 548 $ 73.8 $ (1.6
Basic earnings (losses) per share of common stock:*
Operations $ 855 $ 4.19 $ 385 $ 042
Security transactions 13.24 3.17 6.00 {(0.64)
Net earnings (losses)* $ 21.79 $ 7.36 $ 9.85 $ (0.22)
Common stockholders’ equity per share of common stoek®  $ 208.53 $186.16 $208.53 $186.16
Average number of outstanding shares of common stock*_ 7,450,625 7,448,058 7,491,735 7,401,759
*Amounts reflect subsequent cormmon stock dividends.
NET EARNINGS CONTRIBUTIONS OF OUR OPERATING UNITS (PER SHARE)"
Year Ended December 31 ‘ ’
Alleghany Parent Total from
Insurance World Company Continuing  Discontinued
Holdings Minerals and Other Operations Operations** Total
2003 ‘ o
Operations " $-7.52 $ 1.79 $ (0.76) $ 8.55 5 — $ 8.55
Security transactions : 4.79 —_ 8.45 13.24 — 13.24
Total ’ $12.31 $ 1.79 $ 7.69 $21.79 $ — $21.79
2002 _
Operations $ (.60) $ 1.63 $ 3.16 $ 4.19 $ — $ 4.19
Security transactions (.96) — 4.13 3.17 — 3.17
Total - $(156) - $ 1.63 $ 7.29 $ 7.36 $ — $ 7.36
2001 .
Operations $ 1.13 $ 1.37 $(2.71) 5 (0.21) $(27.44) $(27.65)
(Loss) gain on sale of subsidiary (6.72) — 63.15 56.43 — 56.43
Security transactions ‘ 1.19 —_ {0.16) 1.03 — 1.03
Total $ (4.40) $ 1.37 $60.28 $57.25 $(27.44) $29.81

*Amounts reflect subsequent cominon stock dividends.

**Discontinued operations for 2001 consist of the operations of Alleghany Underwriting prior to its dispesition in November 2001 and Alleghany Asset

Management prior to its disposition in February 2001.




70 OUR STOCKHOLDERS

é.are pleéased to report that A‘llegha_rlyfs coolm_on stockholders”
equity per share at year end 2003 was $208.53 per share, an

Wl W increase of 12.0° percent over year end 2002. The increase

prlmanly reﬂects the earnings contribution from the operatlons of our

~ new msurance sub31d1ary, RSUI Group, Inc., and favorable returns on
our investments, o

Our ob]ectlve in 2004 Annual Percentage Change*

and forward is to create stockholder |} B in Common Stockholders’ Equity
Per Share of Alleghany**

o ) L W /n S&P 500 with
“equity per share at double digit rates dividends included

value b‘y‘ iricreesing our stockholders’
over the long term, but only if we can

"do so w1thout taking excessive risk.

~ We aim.to achieve this objective by

‘managing our insurance and investment
operations for superior tisk-adjusted
returns and taking advantage of the

_ market opportunities provided by the

short- term onentatlon of many of

our competltors With respect to our

1nsurance operatlons our strategy is

* based on a phxlosophy of. empha51z1ng -

~ underwriting profitability over revenue |
growth. Withlrespeot to investments, _

. our strategy is to buy eSSets ‘we consider
undervalued and hold them until they

- become, in our opinion, fairly priced.

‘99 60 0t ‘02 03
By comblmng strong underwriting .

*T'he S&P 500 figures are shown on
a pre-tax basis whereas the Alleghany
figures are presented on an after-tax basis.

results and superior investment results,
we believe we can achieve our 'goal of

; * = Adjusted for Alleghany’s 2% siock
double digit growth in eommon - | dividends paid in every year.

stockhelders’ equlty per share over time.

Rev1ewmg the events of .
2003, our most significant development was the acquisition of Resurgens A
' Spec;al_ty, an Atlanta-based_ specialty wholesale underwriting agency, -
‘and the ‘se’parat'e acquisition and capitalization of two insurance companies
to support Resurgens S.peoialty"s'underwritingf activities. The purchase
price for Resui“gens Specialty, acquired on July 1, 2003 from Royal &
SunAlliance Insurance Groﬁp plc, was approximately $116.0 million, and
the two insurance companies were capitalized by Alleghany in an




aggregate amount of approximately $520.0 million. As part of the
" Resurgens Specialty acquisition, we acquired Resurgens Specialty’s net
unearned premium' portfolio of $320.8 million, but we did not acquire
or assume any‘ loss reserves associated with business previously |
underwritten by Resurgens Specialty for Royal & SunAlliance. For the
period from July 1, 2003 to year-end, RSUI Group, Inc., our holdmg
- company for these new operations, reported net premiums earned of
B $293.8 million and pre-tax underwriting profits of $91.8 million. The
. absence of 31gn1frcant catastrophe losses was a major factor in this
impressive start.
~ .The RSUI team, led by Jim Dixon, Chairman and Chief
Executive Officer, and E.G. Lassiter, President, has a demonstrated
Iong-term record of serving the wholesale insurance markets through -
which they underwrite while producing consistent underwriting profits.
We are pleased to have the opportunity to join with Jim, E.G. and their
colleagues, and we welcome them to the Alleghany group.
We expect RSUI to have a number of effects on Alleghany’s
‘ results. For one, our results may be more volatile in future years due to
the exposure of RSUI's commercial property business to catastrophe
losses. Also, we expect that RSUI will produce an irregular pattern of
revenue growth year-to-year, as we expect it to write more business when
prices are high and less business when prices are inadequate. Moreover,
irregular 'patterns. of revenue growth will lead to periods where RSUI has
more capital than required for the level of business written, placing a
premium on Allegﬁany’s allocation of capital and investment of insurance
' compeny assets to ensure the.achievement of our common stockholders’
equity per share growth objectives. We do, however, expect RSUI to
_continue its past record of delivering above average profitability over the
- property casualty insurance cycle.

. Capltol Transamerica Corporatlon contmued to strengthen
its operatlons and balance sheet during 2003. This mcluded the further
strengthening of loss reserves during 2003 by $21.9 million pre-tax in
respect of assumed reinsurance treaties written between 1969 and 1976
* by its subsidiary, Capitol Indemnity Corporation, as discussed in more

detail beginning on page 17. Capitol Trensameri_oa’s underwriting results for
business earned during 2002 and 2003 showed improvement.

During 2003, we also established a new specialty liability
‘insurance underwriting operation, Darwin Professional Underwriters,
Inc., together with Stephen J. Sills, former Chief Executive Officer of ‘
Executive Risk Inc. Darwin is 80 percent owned by Alleghany Insurance
~Holdings and 20 percent owned by certain members of Darwin’s
management through participati‘on in a restricted stock plan. Pending the






establishment of a sépa:até insui‘ance carrier for Darwin’s business,
Darwin writes specialty liability insurance as an ﬁnderwriting maﬁager
for Platte River and certain subsidiaries of Capitol Transamerica. Darwin
has done a remarkable job this year of building a strong management
and underwntmg team, obtalmng substantial reinsurance support and
generating $24.2- of gross premlums wrltten for the period from May 2003
through year end. ,
With respect to our non-insurance operations, World

Minerals’ 2003 results pmmarlly reflect the favorable impact of the
strengthening of the euro against the U.S. dollar and a modest increase in
net sales, offset by continued competitive pricing pressu:es both in the
. U.S. and export markets for World Minerals’ U.S.-produced products,
increased labor and benefit costs and an impairment charge in connection
with an announced"closing of a plant in the United Kingddm Results at
World Minerals’ European, Latin American and Asian operatlons in 2003 -
reflect modest increases in tonnage shipped over 2002. In 2003, World-
Minerals’ financial pos1t10n and cash flow continued the strong trend evi-
- denced in past years, and it paid $35.4 million in cash dividends to
Alleghany in 2003. In addition to its reported earnings, World Minerals
contributed to our growth in common stockholders’ equity due to the fact
that a portion of its net assets is denominated in foreign currencies, such

_ as the euro, which strengthened against the U.S. dollar during the year.

Heads & Threads incurred a loss in 2003 due to inventory
| re?serve'charges, increases in the cost of mate_rials and costs associated
with 2003 restructuring initiatives. As part of such réstruéturing initiatives,
Gregory Brown was appointed as President and Chief Executive Officer
in _April 2003 and Heads & Threads’ headquarters were moved to
Bloomingdale, Tlinois fro‘r‘n Saytevﬂle, New Jersey in mid-2003.
o Finally, Alleghany Properties continued its exceptional
' performance with 2003 sales being the second highest in its history.
| We are pleased with our ab'il,i‘ty during 2003 to invest a |
substantial part of our financial Tesources. Dﬁring 2004, we will continue
- our task of finding acquisitions and investment opportunities offering
" low risk and high reward. We are hopeful that 2004 will bring us further
success.

Yours smcerely,

Vot s/ 74
 John J. Burns, Jr.  EM. Kirby
President S . Che_lirman

‘February 25, 2004
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FINANCIAL RESULTS

or the year 2003 our net earnings were $162 4 million, or $21.79
basu: earnings per ¢ share compared with $54.8 million, or $7.36
* basic earriings per share, in 2002. Our 2003 net earnings include

Vthe results of. opera‘uons of RSUI Group, Tn. commencing July 1, 2003 and
et gains on investment transactions after taxes of $98.7 million, or $13.24
~basic earnings per share, primarily resulting from an after-tax gain of.
- $89.5 million.on the disposition of 8.0 million shares of common stock of .
‘Burlington Northern Santa Fe Corporation. Such disposition generated

'$222.9 million of aggregate cash proceeds, $118. 6 million of which was:.

' generated at Alleghany’s insurance operatrng units for the - purpose of

d1versrfy1ng their. investment portfolios.

- Our 2002 results include net gains on 1nvestment
transactlons after taxes of $23 6 million, or approxrmately $3.17 basic
earnlngs per share, primarily resulting from a $23.3 million gain on the
disposition of 1.9 niillion ‘shares of common stock of Burlington Northern
Santa Fe. In ad'&lit’ion 2002 results include a net credit-of $18.1 million -

in the prov151on for income taxes reﬂectrng an ad]ustment of Alleghany s
B estimated state and. federal tax liabilities.

.The comparative contrrbutrons to earnlngs before taxes

made by Alleghany s subsidiaries Alleghany Insurance Holdlngs LLC

(a holdlng cormpany for Alleghany s insurance operatrons consisting

: "prmmpally of RSUI Group, Inc., Capitol Transamerica Corporation and

Darwin Professronal Underwrlters Inc.), and World Minerals Inc.

) (1ndustrlal minerals busrness] as well as by Alleghany s parent company

and other operations, Wwere as follows (in millions):

" Year Ended Quarter Ended

December 31 - . December 31
- ‘ 2003 2002 2003 2002
Alleghany Insurance Holdrngs N - $134.8 $(20.1) $ 52.2 $(8.8)
. World Minerals - . 257 23.5 . 7.4 - 5.5
~ Corporate activities - S0 799 . 540 52.7 2.9 -
Earnings (losses) before income taxes - -. 240.4 57.4 - 112.3 (0.4)

Net earniings (loss) .. . N $162.4 $ 54.8 $ 73.8 $(1.6)

' The results of operat1ons of our subsidiaries are dlscussed

" in more detall on the followrng pages



~ Alleghany had previously announced that it may purchase

shares of its common stock in open market transactions from time to

‘time. In 2003, Alleghany> purchased an aggregate of 1,326 shares of its

common stock for approximately $0.3 million, at an average cost of

: approximately $226.24 per share. As of December 31, 2003, Alleghany

had 7,494,345 shares of its common stock outstanding.

GRETICAL AGCOURTING Alleghany’s insurance operations establish reserves on their balance sheets

. POLIGIES

for unpaid losses and loss adjustment expenses related to their property
and casualty insurance and fidelity and sﬁrety“contracts. As of any balance
sheet date, there are claims that have not yet been reported, and some
claims may not be reported for many years after the date a loss occuts.

_ As aresult, the liability for unpaid losses and loss adjustment expenses

includes significant estimates for claims incurred but not yet reported.

4 Additionally, reported claims are in various stages of the settlement process.

Each claim is settled individually based upon its merits, and certain claims .
may take years to settle, especially if legal action is involved. As a result,

- the liabilities for unpaid losses and loss adjustment expenses include

significant judgments, assumptions and estimates made by management
relating to the ultimate losses that will arise from the claims, Due to the
inherent uncertainties in the process of establishing these liabilities, the
actual ultimate loss from a claim is likely to differ, perhaps sighiﬁcantly,
frdm the liability initially fecorded. The accounting policies used in
connection with the establishment of these liabilities are considered to be
Alleghany s critical accounting policies. . '

Alleghany’s insurance operations use a Vanety of techmques :

that employ 51gn1flcant,]udgments and assumptions to establish the

liabilities for unpaid losses and loss adjustment expenses recorded at the

~ balance sheet date. These techniques include detailed statistical analysis.

~of past claim reporting, settlement activity, claim frequency, internal loss

ekperience, changes in pricing or coverages and severity data when
sufficient information exists to lend statistical credibility to the analysis.
More subjective techniques are used when statistical data is insufficient or

" unavailable. These liabilities also reflect implicit or explicit assumptions

regarding the potential effects of future inflation, judicial decisions,

- changes in laws and recent trends in such factors.

Alleghany’s insurance operations establish liabilities for

: unpald losses and loss ad]ustment expenses by considering a range of

estimates and recording their best estimate within that range. Alleghany’s




insurance operations contmually evaluate the potential for changes, both:
positive and negative, in their estimates of such liabilities and use the
results of these evaluations to adjust both tecorded liabilities and .
underwrltlng criteria. With respect to liabilities for unpaid losses and loss.
adjustment expenses established in prior years, such liabilities are
periodically analyzed and their expected ultimate cost adjusted, where
Tecessary, to refléct positive or negative development in loss experience
" and new information, including, for certain catastrophic events, revised
industry estimates of the magnltude of a catastrophe. Adjustments to
previously recorded liabilities for unpaid losses and loss adjustment
expenses, both pos1t1ve and negative, are reflected in Alleghany’s
~ financial results in the periods in which such adjustments are made and
are referred to as prior year reserve development A smiall percentage
change i in an estimate can result in a material effect on reported earnings.
Alleghany’s Consolidated Balance Sheet at December 31, 2003 includes
liabilities for. unpald losses and loss adjustment expenses from _property
and casualty insurance and. fldehty and surety contracts of $454 7 million.
Because of the high level of uncertalnty regardmg the setting of liabilities
for unpaid losses and loss adjustment expenses, it is the practice of each
of Alleghany’s insurance operatlons to engage an outside actuary to
evaluate on a perlodlc basis the adequacy of these hablhtles ,
Recelvables recorded with respect to claims ceded by
Alleghany s insurance operatlons to other reinsurers under reinsurance
. contracts are estlmated in a‘manner 51m11ar to liabilities for unpaid losses
and therefore, are also subject to a similar significant degree of .
uncertamty In addition to the factors cited above, Teinsurance recelvables
may prove uncollectible if the reinsurer is unable to perform urder the
contract. Reinsurance contracts purchased by Alleghany’s insurance B
- operations.do not relieve thern of their obligations to their own policy-
holders. Alleghany’s Consolidated Balance Sheet at December 31, 2003
includes reinsurance receivables of $190.8 million.
’ The liabilities for unpaid losses and loss adjustment expenses
and reinsurance receivables recotded on Alleghany’s Consolidated Balance
- Sheet at December 31, 2003 include $92.0 million of liabilities of Platte
River Insurance Company which ex1sted at the time of its acquisition by
Alleghany Insurance Holdlngs on January 4, 2002 but were contractually
retained by the_seller of Platte River, and $37.3 million of liabilities of -
_LandmarkAmerican Insurance Company (“Landmark”) which existed at
the time of its acquisition by RSUI Indemnity Company on September 2,
2003 but were contractually retained by the seller of Landmark.
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Information regarding Alleghany’s other-accounting policies

~ is described in Note 1 to the Consolidated Financial Statements. In addition
~ to the accounting policies described above, the accounting policies

" described in Note 1 require Alleghany to make estimates and judgments

that affect the reported amounts of assets, liabilities, revenues and
expenses, and related disclosure of contingent assets and liabilities.
On an ongoing basis, Alleghahy evaluates its estimates, including those
related to the value of goodwﬂlvand intangible assets,‘ilong‘-lived assets,

inventories, bad debts, pension benefits, income taxes and contingencies

_and litigation. Alleghany’s estimates are based on historical experience

and on various other assumptions that are believed to be reasonable

under the circumstances. Actual results may differ from these estimates

under different assumptions or conditions.
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-AIHL OPERATING UNIT PRE-TAX RESULTS
' Years Ended December 31
(In thousands, except ratios)

RSUI® * CATA® Darwin®  Total

2003
Gross premiums written $931,321% $162,718 $ 24,166 '$1,118,205

Net premiums eai'ned $293,830 $132,969 $ 4,115 $ 430,914
Loss and loss adjustment expenses 150,070 97,629 2,503 250,202
Underwriting expenses ’ 51,882 56,764 4,942 113,688

Underwritihg‘proﬁt (loss) ® $ 91,778 $(21,424) $ (3,330) $§ 67,024

Loss ratio @ ' ' 51.1% 73.4% 60.8% 58.1%
Expense ratio @ ' 17.7% 42.7% 120.1% 26.4%
Combined ratio ® ' . 688% 116.1%  180.9% -  84.5%
2002 | |
Gross premiums written — $148,506 - - $ 148,506

Net premiums earned - $125,649 7 $ 125,649
‘Loss and loss adjustment expenses 100,508 . 100,508
Underwriting expenses 45,349 45,349

Underwriting profit {loss) .  $(20,208) X $ (20,208)

Loss ratio © L 80.0% 80.0%
Expensé ratio ‘ 4 36.1% 36.1%
Combined ratio® . : 116.1% - 116.1%

(1) Since July 1, 2003. ) )
(2) Includes the results of Platte River Insurance Company.

(3) Since May 2003. Although Darwin is an underwriting manager for Platte River and certain subsidiaries of CATA,
the results of the business generated by Darwin have been separated from CATA’s results for purposes of this table.

(4) Includes $320.8 million of unearned premiums which were acquired with RSUI in July 2003.

(5) Represents net premiums earned less loss and loss adjustment expenses and underwriting expenses, all as
determined in accordance with generally accepted accounting principles ("GAAP"), and does not include income
derived from investments. Underwriting profit (loss) does not replace net income (loss) determined in accordance

with GAAP as a measure of profitability; rather, it provides a basis for management to evaluate the underwriting
performance of its insurance operating units.

(6) Loss and loss adjustment expenses divided by net premiums earned, all as determined in accordance with GAAP.
(7) Underwriting expenses divided by net premiums earned, all as determined in accordance with GAAP.

(8) The sum of the loss ratio and expense ratio, all as determined in accordance with GAAP, representing the
percentage of each premium dollar an insurance company is required to spend on losses (including loss
adjustment expenses) and underwriting expenses.

12



AIHL OPERATIONS

ALLEGHANY INSUBMGE HGI.BIN&S l.w

VERVIEW Alleghany Insurance Holdmgs LLC (“ATHL")is a holdmg
company'for Alleghany’s insurance operations, which are conducted
£ primarily through its subsidiaries RSUI Group, Inc. (“RSUI"),
headquartered in Atlanta, Georg1a Cap1tol Transamerica Corporation
(“CATA™), headquartered in Madison, Wisconsin, and Darwin Professional
Underwnters Inc. (“Darwm ), headquartered in Farmington, Connectlcut
AIHL completed the acquisition of Resurgens Spec1alty
Underwrmng, Inc. {* Resurgens Specialty”) from Royal Group, Inc.,a

- subsidiary. of Royal & SunAlliance Insurancé Group plc (“R&SA”] on
July 1, 2003 for cash con51derat1on of approximately $116. 0 million.

Resurgens ASpec1a1ty became a subsidiary of RSUL In connection with the

acquisition of Resurgens Specialty, on June 30, 2003, RSUI acquired RSUI -
Indemnity Company (“RIC”) to write admitted business underwritten by
- Resurgens Specialty, from Swiss Re America Holding Corporation for ‘

cash consideration of approximately $19.7 million, $13.2 million of which

- represented consideration for RIC’s investment portfolio. On September 2,

12003, RIC purchased Landmark American Insurance Company (“Landmark”)
to write non-admitted busmess underwritten by Resurgens Specialty,

) from R&SA for cash. consideration of $33.9 mllhon $30.4 million of Wthh

represented conslderatlon for Landmark’s investment portfolio. R&SA
cont'rac:tually retained all of the loss and loss adjustment expenses.

- liabilities of Landmark that existed at the time of the sale.

Durmg 2003, Alleghany also established a new spemalty

i liability i insurance underwriting operation, Darwin Professional
- Underwriters, Inc. (‘ Darwm '): Darwin is 80 percent owned by ATHL and

20 percent owned by certaln members of Darwin’s management through

~ participation in a restrlcted stock plan ‘Pending the establishment of a
’ separate insurance carrier for Darwin’ 's business, Darwin writes specialty

. liability insurance as an underwrltmg manager for Platte RlVBI‘ and.

certain: sub51d1arles of CATA.

- ATHL recorded pre-tax ear'nings;of $134.8 million on revenues

of $511 5 million in 2003, compared ‘with a pre-tax loss of $20.1 million
on revenues of $128.1 million in 2002. AIHL’s 2003 net earnings include
pre-tax investment income of $25.7 mllhon and a realized pre-tax net

gain on 1nvestment transactions of $54.9 million, compared with pre-tax

fmvestment income of $13 4 mllhon and a realized pre-tax net loss on

investment transactions of $10.9 million in 2002. ATHL's 2003 pre-tax

~ investment income reflects a larger invested asset base, principally due to-

Capital contrlbutlons by Alleghany and the acqulsmon of RSUL AIHL's 2003
pre-tax net gain on investment transactions primarily reflects the- disposition

13
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of 4.3 million shares of common stock of Burhngton Northern Santa Fe

Corporation for aggregate cash proceeds of $118.6 million for the purpose

* of diversifying the investment portfolios of the insurance operatmg_ units.

- CATASTROPHE RISK MANAGEMENT AIHL's operating units, particularly
- RSUL, expose AIHL to losses on claims arising out of natural or man- X
. made catastrophes. Catastrophes’ can be caused by various events, but
‘losses are principally driven by hurricanes, earthquakes and windstorms.
. The incidence and severity of catastrophes are inherently unpredictable

and may materially rednce_AIHL’s profitability or produce losses in a given

* period. The extent of losses from a catastrophe is a function of both the

total amount of insured exposure in the affected area and the severity of

~ the event. Most catastrophes are restricted to small geographic areas;

however, hurricanes, earthquakes and windstorms may produce significant

damage, especially in areas that are heavily populated. The geographic

. distribution of AIHL’s insurance operations subjects it to catastrophe

exposure principally from hurricanes in Florida and the Mid-Atlantic,
Northeast, and Gulf coast regions, earthquakes in California, the Pacific

:Northwest reglon and along the New Madrid fault line in the Midwest

region, and windstorms in the Midwest and Southern regions.
AIHL's operating units use underwriting controls and

systems, including catastrophe modehng, in an effort to ensure that the

- aggregate amount of catastrophe exposures conform to established risk

tolerances and fit within the existing exposure portfolio. In addition,

- RSUI relies on reinsurance to limit its exposure to catastrophes. Actual

results may vary from the expectations developed in catastrophe modeling,

~and such variances could negauvely impact reinsurers of AIHL’s operating

units and the related reinsurance receivables.

- REINS UBANCE «AIHL’s operating units reinsure a portion of the risks
‘they underwrite in order to control their exposure to losses, manage
' capacity, stabilize earnings and protect capital resources. In general, the

operating units obtain reinsurance on a treaty and facultative basis.
Treaty reinsurance is based on'a contract between a primary insurer or
“cedent” and a reinsurer and covers certain classes of risk spemfled in
such treaty. Under most treaties, the cedent is obligated to offer, and the
reinsurer is obhgated to accept, a specified portion of a class of risk

‘underwritten by the cedent. Alternatively, facultative reinsurance is the
| _reinsurance of individual risks, whereby a reinsurer separately rates and

underwrites each‘”-risk and is free to accept or reject each risk offered by

the cedent. Facultative reinsurance is normally purchased for risks not

~ otherwise covered or covered only in part by reinsurance treaties, and for




unusual risks. Treaty and,facultative reinsurance can be written on both a

quota share or excess of loss basis. Under a quota share reinsurance treaty, -

the cedent and reinsurer share the premlums as well as the losses and
expenses of any single risk, or an entire group of risks. Under excess of
loss reinsurance contracts, a reinsurer agrees to reimburse the cedent for
~all or part of any losses in excess of a predetermined amount {commonly
referred to as-the cedent’s “retention”), generally up to a predetermmed
limit, at which pomt the rlsk of loss is assumed by another reinsurer or
reverts to the cedent. : '

' ~RSUI utlhzes rernsurance on an extensive basis in order to -

- build stable capacity. and prov1de protectlon against the accumulatron of

catastrophic risk. RSUI cededvapproxnnately 33 percent of its gross Aprermum_

.~ written for the periocl from ]uly 1, 2003 through December 31, 2003 to |
reinsurers through quota share reinsurance treaties and facultative = -

placements. To manage Tisks it retains after application of its quota share

reinsurance treaties, RSUI uses excess of loss and facultative reinsurance.
‘In general, RSUI retains a ’maximuminet exposure lirnit of $5.0 mjlli‘on -
for any single ris_k for each of its property, umbrella/excess liability, |
general liability, directors and officers_liability and professional liability

coverages. For RSUI's property line, excess of loss Teinsurance coverage is -

“in place that protects RSUI for loss amounts in excess of $5.0 million up

to $100.0 million on a per risk basis. To protect agamst multiple losses-

“due to catastrophes RSUI maintains excess 'of loss reinsurance ‘coverage. |
in an amount estlmated by RSUI to be its exposure from a one-in-250 year

' catastrophrc event for aggregate losses from a’single event. In addition,
RSUI uses facultatlve reinsurance in 1nstances when RSUI wants greater

_coverage than prov1ded by a treaty

In _general, Capltol Transamerlca reinsures 1nd1v1dual risks -
in excess of $1.25 million with various reinsurers in each of its lines of
~ business, excepit that its commercial surety line is reinsured for individual

losses above $1.0 mrlhon with a 10 percent partlclpatlon above that limit, -

as well as az20 percent quota share reinsurance agreement with a sliding -
scale ceded commission based upon the loss ratio of the commercial

surety business. In addition, Capitol'Transamerica purchases facultative

reinsurance coverage for rlsks in excess of $6. 0 million on property and

- casualty, $7.0 million on contract surety and . $10.0 m1ll1on on commercial -

surety. Business underwr1tten by Darwin i is generally reinsured ona
treaty basis for 1nd1v1dual losses i 1n excess of $3.0 million for directors
and officers lrab1htv, in excess of $0.5 mllhon for medical malpractice

- llab111ty insurance for phys1crans and in excess of $1.0 million for medical
malpractice liability for medical facilities. The reinsurance treaties contain

swing-rated premiums that _wrll vary, within a range, depending upon the -
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profitability of the underlying premium subject to the treaty. In addition,
Darwin obtains facultative reinsurance for certain business.

The reinsurance purchased by AIHL's operating units
does not relieve them from their obligations to their own policyholders,
and therefore, the financial strength of their reinsurers is important.
Excluding the reinsurance receivables acquired as part of the acquisition
of Landmark, approximately 99 percent of AIHL'’s reinsurance receivables
balance at December 31, 2003 was with reins_uranae companies having

- financial strength ratings of A or higher by A.M. Best Company, Inc.

(“A.M. Best”), an independent organization that analyzes the insurance
industry. AIHL had no allowance for uncollectible reinsurance as of
December 31, 2003. AIHL’s Reinsurance Risk Committee, which includes
certain Alleghany officers and the chief financial officers of each of
AIHL's operating units, meets to track, analyze and manage the use of -

‘reinsurance by AIHL’s operating units. The Reinsurance Risk Committee

considers the limits on the maximum amount of unsecured reinsurance
receivables that can be outstanding from any particular reinsurer, the

‘lines of business that can be'ceded to a particular reinsurer and, where
" applicable, the types of collateral that should be posted by reinsurers.

RSUI, which includes the operations of Resurgens Specmlty, RIC and

' Landmark underwrites specialty insurance coverages in the property,

umbrella/excess liability, general liability, directors and officers liability
and professional liability lines and distributes its products exclusively
through over 170 wholesale insurance brokers located throughout the
United States and two managing general agents.

RSUT' s 2003 gross premiums written 1nclude $320. 8 million
of unearned premiums which were acquired with RSUI in July 2003, as

1 well as $610.5 million of gross premiums written since acquisition,
‘reflecting continued strong markets in its lines of business. In addition,

RSUI's 2003 results reflect aggregate pre-tax net catastrophe losses of
approximately $16.6 million due to the East Coast blackout in August
2003, Hurricane Isabelrin"Septembe_r 2003 and the California wildfires in
October 2003. Although RSUTI’s 2003 results reflect its continued ability
to achieve rate increases across its casualty lines of business, rates have
increased at a slower pace. In addition, rates have declined in RSUI s
property lines of business.

As discussed above, in connection w1th the acquisition of
Resurgens Specialty, ATHL also acquired RIC to write business on an admitted
basis, and RIC acquired Landmark to write business on an approved,
non-admitted basis. In order to be able to write admitted business in a
state, a company mast be licensed by the state and become subject to the
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state’s form and rate regulat’ionsl It is anticipated that it will take through '

2004 for RIC to obtain all necessary licenses to be able to write business on

- an admitted basis in mbs_t states; whi_le Landmark (whrch, asa non-admitted
- company; is not subject to state form and rate regulations and thus has |
more flexibility in its rates and coverages for specialized or hard-to-place

risks) is currently approved to write business on a non-admitted basis in
48 states. 'Although R&SA agreed to provide policy issuance services to
RIC through June 2004 to cover this regulatory transition period, the

f 'major rating agencies downgraded the ratings of R&SA’s 1ssu1ng carriers
in the second-half of 2003 to levels that agents; brokers, and 1nsureds of
~ RSUI may find unacceptable. As an alternative, RSUI has been offering |

coverage written by 'Landrnark on a non-admitted basis for classes of

- business predominantly written on an'admitted basis. This may reduce

RSUT’s premium volume for those classes of business, including

' ’nmbrella/ excess 1i'abﬂity"and directors and officers liability.

- RSUT'’s subsidiaries RIC and Landmark are rated A

| (Excellent) by AM. Best

| CATA, primarily‘through its_wholly‘_owned subsidiaries Capitol Indemnity

Corporation (“Capitol Indemnity”)b and Capitol Specialty Insurance

Company (“CSIC”), operates in 45 states with'a geographic concentration '
. in the Midwestern and Plains states. Capitol’ Indemnity and CSIC write

;prlrnarlly property and casualty insurance for certain types of businesses

or activities, mcludmg barber and beauty shops, bowling alleys, contractors,
restaurants and taverns. Capltol Indemnity conducts its business on an

- admitted basis, and CSIC conducts its business on an approved non-

admitted basis, through 1ndependent and general insurance agents. As a

non-admitted company, CSIC is not subject to state form and rate regulations ‘

" and thus has more flexibility in its rates and coverages for specialized or

hard-to-place property and casualty risks than Capitol Indemnityﬁ Capitol

Indemnity also writes fidelity and surety bonds and specialty insurance

- coverage, including contractors’ performance and payment bonds,

license/permit bonds, fiduciary bonds, judicial bonds and commercial

fidelity bonds. Contemporaneous with the acquisition of CATA in January
2002, AIHL acquired Platte River Insurance Company (“Platte River”).

Platte River is licensed in 50 states and operates in conjunction with Capitol ‘

Indemnity. Capitol Indemnity and Platte River are parties to a pooling

‘agreement whereby Capitol Indemnity is liable for 80 percent of the

shared aggregate insurance risks and Platte River is liable for 10 percent.
CATA’s 2003 results prrmarrly reflect $21.9 million of loss

reserve strengthenmg related to assumed reinsurance treaties written by

' Capitol Indemnity between 1869 and 1976. Such assumed reinsurance

17



~ treaties primarily relate to asbestos and environmental exposures. Promptly

after its acquisition by Alleghany in January 2002, CATA’s management
commenced a program to settle, or position for commutation, Capitol
Indemnity’s assumed reinsurance treaties and make appropriate payments
on a timely basis when deemed necessary. Since January 2002, Capitoll
Indemnity has experienced an increase in paid losses on this assumed
reirisurance, which was initially attributed to a change in CATA’s

- settlement philosophy. Upon completion in 2003 of an actuarial study

- undertaken by management, it was determined that the increase in paid

losses related to the treaties reflected developments in the underlying

claims environment, particularly with respect to asbestos related claims,

“and, accdrdingly,‘CATA strengthened its reserves related to such assumed _

reinsurance coverages in the amount of $21.9 million.

For the year ended Deéember 31, 2003, the aggregate net
loss and loss adjul'stment expense payments for asbestos and environmental
impairment claims of CATA were $3.6 million, compared with $0.8 million

in 2062. As of December 31, 2003, reserves of CATA totaled approximately
-$24.8 million for asbestos liabilities and approximately $3.3 million for
environmental impairment liabilities resulting in aggregate asbestos and

environmental reserves of $28.1 million. Such aggregate reserves are

approximately 17.5 times the average paid claims for the prior three-year period.
“ CATA’s 2002 results primarily reflect $17.3 million of loss

reserve strengthenihg for 2001 and prior years following independent

'~ actuarial reviews, and $10.0 million in pre-tax net losses on investment

DARWIN
PROFESSIONAL
UNDERWRITERS, INC.
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transactions resulting from the restruphlring‘ of CATA’s investment portfolio.
Capitol Indemnity, CSIC and Platte River are rated A+

(Superior) by A.M. Best.. A '

Darwin underwrites specialty liability insurance coverages in the

_ directors and officers liability, errors and omissions liability and medical

malpractice liability areas as an underwriting rhanager for Platte River

and certain subsidiaries of CATA, pending the establishment of a separate |
insurance carrier for Darwin business. Darwin distributes its products
primérily through wholesale insurance brokers located throughout the
United States as well as other retail insurance brokers. Although the

significant pba‘rt,of 2003 was dedicated to building a strong management

team and other prganizational,iegulatory and administrative matters,
Darwin generated gross premiums written of $24.2 million for the period
from May 2003 through year end. ' '




AIHL INVESTMENTS

OVERVIEW In 2003, AIHL recorded pre-tax investment income of $25.7
million, compared with pre-tax investment income of $13.4 million in
2002, reflecting a larger invested asset base principally due to capital
contributions by Alleghany and the acquisition of RSUI in 2003 In

~ addition, AIHL realized a pre-tax net gain on investment transactions of

$54.9 million in 2003, compared with realized pre-tax net losses on

investment transactions of $10.9 million in 2002. ATHL's 2003 pre-tax net
gain on inVestment transactions primarily reflects the disposition of

4.3 million shares. of .cemmen stock of Burlington Norfhern Santa Fe for
aggregate cash proceeds of $118.6 million for the purpose of diversifying .
‘the 1nvestment portfohos of its operatmg units. AIHL's 2002 pre-tax net

loss on 1nvestment transactions primarily reflects $10.0 million in
realized 1nvestment loss recogmzed as part of CATA’s restructurlng of its

‘investment portfoho

"AIHL's 1nvestment strategy is to pr0v1de sufficient cash

flow to meet its obhga’uons while maximizing its risk-adjusted, after-tax

rate of re_turn. Securities may be sold from time to time to take advantage

“of investment opportunities created by'changing interest rates, prepayments,

tax and credit considerations or other factors. AIHLs fixed maturity

portfolio has been designed to enable management to react to such
opportunities or,to 'circumstanc’es that could result in a mismatch between

the duration of such portfolio assets and the duration of liabilities and, as
such, is classified as available for sale. AIHL’s recent strategy with respect
to its fixed matnrlty portfolio has been to focus on short- to intermediate-

‘term, high quality fixed maturity holdings, reflecting managernen.t’s belief
that current credit spreads and interest rate term structure de not offer
* sufficient compensation for taking risk.

The followmg table summarizes- the investments of AIHL -

Ny and its subsidiaries on a consohdated basis, excludmg cash, as of

December 31, 2003 w1ﬂ1 all 1nvestments carried at fair value (in thousands,

“except for percentages) '

Investments . .
' " Amortized - .
Cost or Cost ' Fair Value
. ] Amount  Percentage - Amount Percentage
Short-term investments = - $ 42,342 - 3.6% $ . 42,342 3.3%
Corporate bonds - . ’ 199,816 16.8 202,040 15.9
United States government and - : S »
government agency bonds - . - 230,710 19.5 230,139 18.1
Mortgage- and asset- backed ‘ - i -
" securities ' 67,209 57 - 67,217 - 5.3
" Municipalbonds -~~~ ".396436° - 334 . 401,751 - 31.6 .
Equity securities . : . 249,539 21.0 _ 327,701 25.8

Total _ ~ $1,186,0562 ~ 100.0% = -$1,271,190 - 100.0%
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ATHL continually monitors the difference between cost and the estimated

fair value of its investments, which involves uncertainty as to whether -
declines in value are temporary in nature. If AIHL believes a decline in
the value of a particular investment is temporary, it records the decline

as an unrealized loss in common stockholders’ equity. If the decline is
believed to be “other-than-temporary,” it is written down to the carrying
value of the investment and a realized ldss is recorded on ATHUs statement

of operations. Management’s assessment of a decline in value includes,

*among other things, its current judgment as to the financial position and

future prospects of the entity that issued the investment security. If that

" judgment changes in the future, AIHL may ultimately record a realized
loss after having originally concluded that the decline in value was

- femporary.

* The following table summarizes, for all securities in an

unrealized loss position at December 31, 2003, the aggregate fair value /

- and gross unrealized ]oss by length of time those securities have been

continuously in an unrealized loss position (in thousands):

Securities in an Unrealized Loss Position

Fair Value Gross Unrealized Loss
Fixed maturities: } _ . ) ,
0-6 months o ; 294,861 - $ 2,567
7-12 months o . ~ 3,851 225
Over 12 months ) : 243 ) - 45
Total - ’ o $ 298,955 $ 2,837
- Equities: ‘ »
0-6 months $ 2,272 ‘ $ 13
7-12 months . . — . -
Over 12 months o — L

Total : $ 2,272 § 13

" FIXED MATURITY POB TFOLIO The following table reflects investment
~ results for the fixed maturity portfolio of AIHL and its subsidiaries, on

a consolidated basis, for the years ended December 31, 2003 and 2002

(in thousands, except for percentages):



. Investment Results

Net Net
. Pre-Tax - After-Tax Pre-Tax’
Average  Investment  Investment Realized Effective After-Tax
Investments®” . = Income® Income® {Losses) Yield®  Yield®

 Year Ended

‘December 31, 2003 -  $486,894°  $13,609 $9,877 $ (28) 2.80% 2.03% .

" Year Ended S , R . :
December 31, 2002 ° $155,857 $ :7,619_ .$5,905 $(470)° 4.89% 3.79%

(1} Average of amortized cost of fxxed maturity portfoho -at beginning and end of period.

(2) After investment expenses, excluding realized gains or losses from sale of mvestments

(3) Net pre-tax investment income less approprxate income taxes.

{4) Net pre-tax investment income for the period divided by average investments for the same period.
(5) N(et after-tax investment income for the period divided by average investments for the same pertod

The following table indicates the composition of the long-term fixed .
maturlty portfoho by Moody s ratmg as of December 31, 2003 (in thousands
except for percentages)

Long- Term Fixed Maturlty Portfoho by Moody s Rating

- . . Fair Value: - o Percentage

- Aaa. o : ‘ $583,157 64.7%
‘Aa o T o 106,928 ‘ 11.8
A .. o o ©136,121 15.1
Baa R o : , » 68,777 - - 7.6
Non-rated - S ) . " 6,164 ' 0.8 -

. Total ' B o . - $901,147 1100.0%

The following table indicates the composrtlon of the
long- term’ fixed maturity portfolio by years until contractual maturity as
- of December 31, 2003 (in thousands, except for percentages)

Lor;g-Term Fixed Maturity Portfolio by Years Until Maturity

C Amortized Cost . Fair Value Percentage
One year or less o R 1 $122,471 $122,459 - 13.6%
Over one through five years . 332,804 ‘ 335,398 37.2
Over five through ten years - © - 194,023 195,816 .217

* Over ten years 177,664 © 180,257 20.0
"Mortgage- and asset—backed securrtres 67,209 ’ 67,217 : 7.5

Total : _ - $894,171 $901,147 100.0%

EQUITY POBTFOLIO As of December 31, 2003, the equity portfolio of
" ATHL and its subsidiaries, on a consolidated basis, was cerried at a fair
‘value of appmximately $327 7 million with an original cost of approximately
- $249.5 mllhon In: 2003, AIHL had dividend i income on its portfoho of
$7.8 million, compared with $4.4 million in 2002. ATHL and its operating
units may, from time to tlme make significant investments in the common
stock of a public company, subject to 11m1tat10ns imposed by applicable
regulatlons
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REGULATION Investments of AIHL’s insurance subsidiaries must

comply with the insurance laws of the states in which they are domiciled
which include Wisconsin, Delaware, New Hampshire, Oklahoma and

‘Nebraska, as well as the insurance laws of other states in which vtheyﬂ are

licensed. These laws prescribe the kind,‘quality and concentration of
investments which may be made by insurance companies. In general,
these laws permit investments, within specified limits and subject to
certain qualifications, in federal, staté and municipal obligétions,

corporate bonds, preferred and common stocks, and real estate mortgages.




WORLD MINERALS INC.

oild Minerals, héadquartéred in Santa Barbara, California,
conducts a worldwide industrial minerals business through its

own operations : and those of its subsidiaries, Celite Corporation
and Harborhte Corporation. Celite i is believed to be the world’s largest
producer of ~f11ter—ald grade d1atom1te, a silica-based mineral consisting
of .thevfos‘siliz_’éd remains of miéroscopic freshwater or marine plants.
- Diatomite is used as a filter aid in the production of beer, fruit juice, wine,
~ water, sweeteners, fats and oils, pharmaceuticals, chemicals, lubrlcants
and petroleum; it is also used as a filler, mainly in paints, and as an '
antl-block agent in plastic fllm Celite is also a producer of calcm-m and
~.magnesium 51hcate products which are used to convert liquid, semi-solid
~and. sticky mgredlents into dry, free- ﬂowmg powders in the productlon
-of rubber, sweeteners, ﬂavorlngs and pesticides.
“Harborlite is believed to be the world’s largest producer
of perhte filter aids and, as a seller of perhte ore, is one of the world’s

o 2
-
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- largest merchant producers of perlite ore.-
- Perlite ore is a volcanic rock containing a

Revenues

-small amount of water that causes the ore to (dollars in millions)
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“pop” when heated, exp-anding it up to twenty

times its original volume. ‘Harborlite sells -
perlite ore to companies that expéhd,it for use
primarily in the manufacture of roofing board,
formed pipe insulation, acoustical ceiling tile
‘and filter aids.’Hdrborlite‘alsQ expands perlite
" in its own expansion plants in the United

Stétres",',Europe'_and Latin America. Most of this .
expanded perlite is sold as a filter aid to ,‘

companies in the brewing, food, wine,
sweetener, pharmaceutlcal chemical and

lubricant industries or as a filler and insulating

medlurn to compames in the constructlon
-industry. '

 World M»inerals recorded pre- |
tax earnings of $25 7 million on revenues of
$266.3 million in 2003, compared with $23.5

e

m11110n on revenues of $251.2 mllhon in 2002 ,
and $19.7 million on revenues of $248 5 million in 2001. The 2003
results primarily reflect the favorable impact of the strengthening of the
euro against the U.S. dollar (had fofeign exchange rates remained |

" constant with those of 2002, World Minerals’ revenues would have been
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" operations in Europe, Latin America and Asia,

~ expense. Such positive factors more than

- certain product development costs and
‘expenses incurred in connection with staff
‘reductions.

~ approximately flat) and a modest increase in net sales offset by lower

margins due to competitive pricing pressures and increased labor and

“benefit costs. An impairment charge in connection with an announced

closing of a plant in the United Kingdom and expenses related to staff
reductions negatively impacted results by approximately $2.0 million in
2003. The strengthening of the euro agaihst the U.S. dollar has a positive
impact on World Minerals’ results as revenues from its European
operafions are .higher when converted into U.S. dollars and exports of
World Minerals’ U.S.-produced products to Europe are more price
competitive with products produced in Europe. '

World Minerals’ 2002 results reflect the impact of businesses
acquired in 2001 and 2002, increases in net sales from World Minerals’.

including China; higher profit margins due to Pre-Tax Earnings

net reductions of approximately $5.0 million  § (gotiars in mittions)

in ehergy costs, primarily natural gas, at U.S.
and Latin American planfs, cost control efforts,
and net reductions of $1.7 million in interest
expense and $1.7 million in amortization |

offset a decline in net sales in the United
States and in the European and Asian export
markets for World Minerals’ U.S.-produced
prodﬁcts due to continued sluggish demand
and competitive pressures and charges of
approximately $2.6 million, primarily reflecting
impairment charges taken‘wi_th respect to
United Kingdom operations, a write-off of

-World Miherals’ 2001 results

reflect an increase in net sales, primarily from

its European operations, and an energy surcharge in place for much of the
year in the U.S., offset by high North American energy costs, particularly
in .Californi"a, and a lower level of production in the U.S. due to the
softenihg U.S: economy. High Nor_th American energy costs, including
uni)r_eceden{ed increases in the cost of natural gas and electricity, and

- temporary shutdowns as a result of electricity shortages experienced in

California, adversely affected World Minerals’ 2001 operating costs by

“ approximately $7.5 million, which, net of fuel surcharges on certain sales,

negatively impacted pre-tax earnings by approximately $4.1 million.



- World Minerals focuses on customer and technical service.
' Its Research and Development group. uses state- of-the-art analytical
1nstrumentat10n and techniques to seek ways to put the unique properties
of its industrial minerals to work in'new applications, as well as to refine
" minerals processmg methods to yield higher purity and more consistent
finished products. The Technical Services group helps identify the best
grade of industrial minerals for each customer application and assists in
“optimizing the customer’s manufacturing process to achieve the highest
‘ possible value from World Minerals’ products. World Minerals conducts
_its-business on a Worldw1de ba31s with mining or processing operations
in.11 countries.” ‘
Although World Mlnerals believes that the international
scope of its operatlons gives it some competitive advantages international
operations can be subject to additional risks, such as currency fluctuations,

" changes in foreign legal requirements and“po‘li"cical instability. World

Minerals segks to minimize its exposure to these risks by closely monitoring
its methods of operanng in each countryand by adopting strategies
‘Tesponsive to changing economlc and political environments. World

Minerals minimizes its exposure to the risk of foreign currency fluctuations
by, among other things, requiring its non-European subsidiaries to invoice

their export customers in U.S. dollars and causing all of its subsidiaries to
declare and pay dividends whenever feasible.
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’nmns & THREADS INTE ERNATIONAL LLG

eads & ‘Threads, headquartered in Bloomrngdale Illinois, is
believed to be one of the nation’s leading importers and distributors

L Il of steel fasteners Alleghany’s Heads & Threads division (owned

by Alleghany since 1974) was’ reorganlzed in 1999 as a wholly owned

. sub51d1ary of Alleghany called Heads & Threads International LLC.

Heads & Threads imports and sells commercial fasteners — »
nuts, bolts screws, washers, sockets, and anchors - for resale through
distributors and packagers servmg original equipment manufacturers,
maintenance and repair operators and construction and retail customers.
Heads & Threads’ operations are divided into three businesses — stock
direct from mill/stock for release, and packaged. Through its stock
business, product is purchase_d by Heads & Threads in anticipation of
demand, routed through its five distribution centers and warehoused in
its seven warehouse facllities throughout the United States. Customer :

_purchases tend to be of relatively small quantities for same day or next

day delivery. The direct from mill/stock for release business involves

' large quantities of standard or specialty product purchased by Heads & B

Threads specifically for a customer order, which is shipped directly from

" " the manufacturer to the customer (direct from Inlll) or warehoused in a

Heads & Threads facrllty and shipped to the customer over time, with a
definitive end date (stock for release). The packaged business comprises’

'small packaged quantities sold to distributors and mill supply houses.

Results in 2003 were affected by sluggish demand in the

U.S. economy, increases in the cost of materials, inventory reserve

- charges and write-offs relating to its computer system and relocation of

its headquarters from Sayreville, New ]ersey to Bloomingdale, Illinois.

- and related personnel costs.

: ALLEGI'IANY PRﬂPERTlES INC.

, eadquartered in Sacramento Cahforma Alleghany Properties
_owns and manages properties in the Sacramento region of California.
Such properties include improved and unimproved commercial

—_—

land and commercial and residential lots. The majority of these proper-

. ties is located in North Natomas.‘ A considerable amount of activity from

developers has 0ccurred in the North Natomas area since 1998, including
the construction of more than 8, 900 single family homes, 3,100 apartment

. units, office bulldlngs and several fully leased regional retail shopping

centers. Participating in this growth, Alleghany Properties has sold over
360 acres of residential land and 50 acres of commercial property.



SL GWN NBHT_I!E_B_H SA._M'[A_ FE %BPOBATIBM

s of Decer_nber31.’;2_00'3, Alleghan'y owned 8.0 million shares, or

j approki'mately 2.1 percent, of the outstanding common stock of
-
Worth, Texas-based railroad company traded on the New York Stock

Burlington Northern Santa Fe Corporation (“BNSF”), a Fort

‘Exchange under the symbol BNL Such shares had an aggregate market
value at 2003 year end of approximately $258.8 million, or $32.35 per
share. The aggregate cost of such shares is approximately $96.6

" “million, or $12.07 per share. During 2003, Alleghany sold 8.0 million |
shares of common stock of BNSF which generated $222.9 million of
. aggregate cash proceeds, $118 6 mllhon of which was generated at

~ Alleghany’s insurance operatlons for the purpose of diversifying therr

_investment portfolios. - .

Through its subsidiary, The Burhngton Northern and Santa

‘Fe Rallway Company, BNSF operates one of the largest railroad networks
in North America, with 33,000 route miles covering 28 states and two

~ Canadian provinces. BNSF derives a.substantial portion of its revenues

‘from intermodal containeré and trailers, carload prodncts [inclnding '

chemicals, forest and bulldlng products, metals and minerals, and
 machinery) and coal as well as agricultural products automobiles and
automabile parts '

' Followmg are hrghhghted 2003 BNSF results: :
¢ Revenues for the year 2003 were $9.41 billion, Compared with $8.98 -
" billion in 2002 and 2003 net income was $816.0 million, compared

 with $760.0 m11110n in 2002.

. Earnlngs per share for the year ended December 31 2003 were $2.09
ona fully diluted basis before the cumulative effect of a change in -
accountmg principle ($2.19 after the cumulatrve effect of accounting
- change), compared with $2. 00 for the prior year.

‘¢ Cash flow from Aoperatlons less dividends paid for the twelve months
ended December 31, 2003 was $288.0 million.

- A copy of the BNSF 2003 Annual Report may be obtained
- free of charge by written,request .t'o the Secretary of Alleghany '
Corporation, 375 Park Avenne, New York, NY, 10152. The BNSF 2003
Annual‘Report also is avaﬂable on the Intérnet at www.bnsf.com.
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SELECTED FINANCIAL DATA _ Alleghany Corporation and Subsidiaries

(in thousands, except for share and per share amounts)

Years Ended December 31,
2003 2002 2001 2000 1999

Operating Data _
Revenues from continuing operations $1,018,233 $ 576,857 $ 958,851 $ 564,675 $ 416,149
Earnings from continuing operations $ 162,378 $ 54,813 $ 430,563 $ 147,052 $ 51,658
(Losses) earnings from discontinued operations — — (206,333) (78,195) 48,447
Net earnings ‘ $ 162,378 $ 54,813 $ 224,230 $ 68,857 $ 100,105
Basic earnings (losses) per share of common stock:*

Continuing operations $ 21.79 $ 7.36 $ 5725  $ 18.95 $ 6.52

Discontinued operations — — (27.44) {10.08) 6.10

Net earnings : $ 21.79 $ 7.36 $  29.81 $ 8.87 $ 12.62
Average number of shares of common stock* ' 7,450,625 7,448,058 7,519,032 7,757,595 7,934,865

Years Ended December 31,
2003 2002 2001 2000 1999

Balance Sheet .
Total assets : $3,568,040 $2,216,035 $1,953,916 $1,694,113 $1,567,503
Debt $ 167,050 $ 152,507 $ 181,856 $ 228,178 $ 210,010
Common stockholders’ equity $1,562,822 $1,379,342 $1,390,582 $1,165,074 $1,107,897
Common stockholders’ equity per share

of common stock* $ 208.53 $ 186.16 $ 185.49 $ 155.28 $ 139.96

Alleghany sold Underwriters Re Group in May 2000. Underwriters Re Group has been classified as discontinued operations for each of the
two years ended in 2000. Alleghany sold Alleghany Asset Management in February 2001. Alleghany Asset Management has been classified
as discontinued operations for each of the three years ended in 2001. Alleghany sold Alleghany Underwriting in November 2001. Alleghany
Underwriting has been classified as discontinued operations for each of the three vears ended in 2001.

*Amounts reflect subsequent common stock dividends.

DIVIDENDS, MARKET PRICES AND RELATED SEGURITY HOLDER MATTERS

As of December 31, 2003, there were 1,366 holders In 2004, 2003, and 2002, Alleghany’s Board of Directors

of record of Alleghany common stock. The following declared, as Alleghany’s dividend on its common stock
table indicates quarterly high and low prices of the for that year, a stock dividend consisting of one share of
common stock in 2003 and 2002 on the New York Alleghany common stack for every fifty shares outstanding.
Stock Exchange. Alleghany’s ticker symbol is Y. ' Alleghany’s ability to pay cash dividends is restricted

by the terms of its loan agreements. At December 31,

Quarter Ended 2003 2002 2003, these agreements permitted the payment of cash
‘ High Low High Low  dividends aggregating approximately $274.6 million.

March 31 $175.49  $152.94  $187.43  $174.82 ' :

June 30 206.25  163.50  187.26  179.36

September 30 201.86  189.69 18873  178.39

December 31 $224.25 _ $195.75  $186.98  $169.85
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Financial Condition

In recent years, Alleghany has followed a policy of
maintaining a relatively liquid financial condition at
the parent company in the form of cash, marketable
securities, available credit lines and minimal amounts
of debt. This policy has permitted Alleghany to expand
its operations through internal growth at its subsidiaries
and through acquisitions of, or substantial investments
in, operating companies. At December 31, 2003,
Alleghany held approximately $392.2 million of
marketable securities and cash at the parent company
and had no debt outstanding under its credit facilities.
On July 1, 2003, Alleghany Insurance Holdings
LLC (“AIHL”) completed the acquisition of Resurgens
Specialty Underwriting, Inc. {“Resurgens Specialty”),
a wholesale specialty underwriting agency, from Royal
Group, Inc., a subsidiary of Royal & SunAlliance

Insurance Group plc (*R&SA”), for cash consideration, '

including capitalized expenditures, of approximately
$116.0 million. Resurgens Specialty became a sub-
sidiary of RSUI Group, Inc. {“RSUI"}. In connection
with the acquisition of Resurgens Specialty, on June
30, 2003, RSUI acquired RSUI Indemnity Company
(“RIC”), to write admitted business underwritten by
Resurgens Specialty, from Swiss Re America Holding
Corporation for consideration of approximately $19.7
million, $13.2 million of which represented consider-
ation for RIC’s investment portfolio. On September 2,
2003, RIC purchased Landmark American Insurance
Company (“Landmark”), a non-admitted insurance
company, to write non-admitted business underwritten
by Resurgens Specialty, from R&SA for cash
consideration of $33.9 million, $30.4 million of
which represented consideration for Landmark’s
investment portfolio. RIC and Landmark were
capitalized by Alleghany in an aggregate amount of
approximately $520.0 million.

On January 4, 2002, AIHL completed the acquisition
* of Capitol Transamerica Corporation (“Capitol
Transamerica”). The total purchase price was approxi-
mately $182.0 million. Contemporaneous with the
acquisition of Capitol Transamerica, AIHL purchased
Platte River Insurance Company (“Platte River”}, a
Nebraska-domiciled insurance company, for approxi-
mately $40.0 million. The seller contractually retained
all of the loss and loss adjustment expenses liabilities
of Platte River that existed at the time of the sale.

The above acquisitions were funded from internal
cash resources. ‘ :

On November 5, 2001, AIHL completed the
disposition of Alleghany Underwriting Holdings Ltd.
(“Alleghany Underwriting”) to Talbot Holdings Ltd.
(“Talbot”), a new Bermuda holding company formed

by certain principals of the Black Diamond Group and

the senior management of Alleghany Underwriting.
ATHL recorded an after-tax loss of $50.5 million on
the disposition of this Lloyd’s of London insurance
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operation. Consideration for the sale included a
warrant which entitled AIHL to recover a portion of
any residual capital of Alleghany Underwriting as
determined upon the closure of the 2001 Lloyd’s year
of account. A nominal value was ascribed to the warrant
in computing the loss on the sale of Alleghany
Underwriting. In connection with the sale, AIHL
provided a $25.0 million letter of credit to support
business written by a new Talbot syndicate for the
2002 Lloyd’s year of account while Talbot sought new
capital. AIHL subsequently agreed that the capital
provided by its letter of credit would also support
business written by the syndicate for the 2003 and 2004
Lloyd’s years of account, in exchange for reductions
in the amount of the letter of credit to $15.0 million
in January 2003 and $10.0 million in December 2003
as a result of the infusion of new capital into the
syndicate. Pursuant to AIHL’s agreement with the
syndicate, the syndicate will use its best efforts to
extinguish AIHL’s commitment under the reduced
letter of credit no later than June 30, 2006.

On February 1, 2001, Alleghany’s wholly owned
subsidiary, Alleghany Asset Management, Inc., merged
into a wholly owned subsidiary of ABN AMRO North
America Holding Company. Alleghany received cash
proceeds of $825.0 million and recerded an after-tax
gain of about $474.8 million, or approximately $63.14
per share, excluding certain expenses relating to the
closing of the sale. In light of the merger, Alleghany -
Asset Management, Inc. is no longer a source of
dividends to Alleghany.

Alleghany has declared stock dividends in lieu
of cash dividends every year since 1987 except 1998
when Chicago Title Corporation was spun off to
Alleghany stockholders. These stock dividends have
helped to conserve Alleghany’s financial strength
and, in particular, the liquid assets available to
finance internal growth and operating company
acquisitions and investments. On April 23, 2004, as
its dividend on its common stock for 2004, Alleghany
will pay to stockholders of record on April 1, 2004
a dividend of one share of Alleghany common stock
for every 50 shares outstanding. v

In addition to its liquid assets, Alleghany entered
into a three-year credit agreement and a 364-day
revolving credit agreement with a bank syndicate in
June 2002. These credit facilities, amended in June
2003, provide commitments for revolving credit Joans
in an aggregate principal amount of $200.0 million.
The 364-day revolving credit agreement expires on -
June 14, 2004 and the three-year credit agreement
expires on June 14, 2005. Alleghany’s practice is to

- repay borrowings under its credit agreements promptly

in order to keep the facilities available for future acqui-
sitions. No borrowings were outstanding under either
of Alleghany’s credit agreements at 2003 year end.
From time to time, Alleghany makes capital contri-
butions to its subsidiaries when third-party financing



may not be attractive or available. In ZOOB,AAlleghany
.made capital contributions of approximately $636.6

million to AIHL for the purposes of acquiring and capi-

- talizing Resurgens Specialty, RIC and Landmark, pro- '

viding reserves for the needs of Capitol Transamerica,

- diversifying ATHL's. investment portfolio and making
future acquisitions. In 2002, Alleghany made capital

- contributions of approximately $232:7 million to

. ATHL for, among other things, acquisition purposes,
business expansion and reserve strengthening. Also in

2002, Alleghany made a capital contribution of approx-

imately $1.5 million to Heads & Threads for the pur-
pose. of reducing amounts outstanding under Heads &
Threads’ credit agreement. Alleghany expects that it

will continue to make such capital contributions to its '

subsidiaries in the future for similar or other purposes.
Alleghany has announced that it may purchase .
shares of its common stock in open market transactions
from time to time. In 2003, Alleghany purchased an
aggregate of 1,326 shares of its common stock for’
approximately $0.3 million, at an average cost of $222,24
per share. In 2002, Allegany purchased an aggregate of
155,613-shares of its common stock for approximately
- $28.7 million, at an average cost of approximately
$184.64 per share. In 2001, Alleghany purchased an
aggregate of 66, 692 shares-of its common stock for

approximately $12.7 million, at an average cost of
approximately- $190.01 per share.

At December 31, 2003, $304.8 million of the equity
of Alleghany’s subsidiaries was available for dividends

~or advances to Alleghany. At that date, approximately

$1.26 billion of $1.56 billion of Alleghany’s equity was
unavailable for dividends or advances to-Alleghany
from its subsidiaries, due to limitations imposed by

_statutes and dgreements with lenders to which those

subsidiaries are subject. In particular, Alleghany’s
insurance subsidiaries are subject to various regulatory
restrictions that limit the maximum amount of dividends
available to be paid to their parent without prior
approval of insurance regulatory authorities. A maximum
of $57.9 million was available for dividends without

- prior approval of the applicable insurance regulatory

authorities at 2003 year end.

- “These-limitations have not affected Alleghany’s
ability to meet its obligations.

Alleghany has certain obligations to make future
payments under contracts and credit-related financial
instruments and commitments. At December 31, 2003,
certain long-term aggregate contractual obligations and
credit-related financial commitments were as follows
(in thousands):

Total

‘ Contractual Obligations 1 year 1-3 years 3-5 years 5 years
Long-Term Debt Obligations $167,050 - $11,850 $18,362 $136,348 $ 490
Capital Lease ’(-Jbligations 2. | 2 — — —
Operating Lease Obligations 57,657 12,403 23,133 14,607 7,514

* Purchase Obligations 3,996 - 2,417 v 884 ) 695 —
Other Lohg-Term Liabilities Reflected - ' '

on Alleghany’s Consolidated . » ,
_Balance Sheet under GAAP* . 45,693 - 3,411 6,788 8,356 27,138
Total 7 $274,398 $30,083 $49,167 $160,006 - $35,142

*Other long-term liabilities primarily reflect pension and long-term incentive obligations.

Financial strength is also a high priority of _Alleghany’é ;

subsidiaries, whose assets stand behind their financial
commitments to their customers and vendors.

Alleghany management believes that Alleghany
and its subsidiaries have and will have adequate
internally generated funds, cash resources and
unused credit facilities to provide for the currently
foreseeable needs of its'and their businesses.
Alleghany and its subsidiaries have no material
commitments for capital expenditures.

Alleghany Insurance
Holdings LLC

The obligations and cash outflow of ATHL's instrance

operations include claim settiements, administrative.
expenses and purchases of investments. In addition to
premium collections, cash inflow is obtained from
interest and dividend income and maturities and sales
-of investments. Because cash inflow from premiums
1is received in advance of cash outflow required to
settle claims, AIHL’s insurance operations accumulate
funds which they invest pending the need for liquidity.
As of December 31, 2003, investments represented

49 percent of AIHL's insurance operations’ assets.

- As an insurance company’s cash needs can be
unpredictable due to the uncertainty of the claims

- settlement process, the portfolios of AIHL’s insurance
~ operations are composed primarily of short-term

investments to ensure the availability of furids and
avoid a forced sale of fixed maturity securities.
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As of December 31, 2003, AIHL'’s investment
portfolio had a fair market value of $1.3 billion and
consisted primarily of high quality fixed maturity
securities with an average maturity of 4.4 years and
an effective duration of 3.35 years. Effective duration
measures a portfolio’s sensitivity to change in interest
rates; a change within a range of plus or minus 1
percent in interest rates would be expected to result
in an inverse change of approximately 3.4 percent in
the value of the portfolio of AIHL. The overall fixed
maturity portfolio quality is maintained at a Moody’s
rating of Aal, with over 98 percent of all securities
rated investment grade by Moody’s as of December
31, 2003. AIHL's investment portfolio also included
approximately 3.0 million shares of CIGNA common
stock with a fair market value of $173.2 million as of
December 31, 2003. AIHL's investment portfolio
contains no investments of a derivative nature.

World Minerals Inc.

In March 2003, World Minerals entered into a credit
agreement (the “New Credit Agreement”) with several
banks providing for a commitment for revolving
credit loans and/or letters of credit in an aggregate
principal amount of $100.0 million which expires in
2007. World Minerals used amounts available to it
under the New Credit Agreement to pay all outstanding
indebtedness under its former credit agreement. As
of December 31, 2003, $56.0 million of indebtedness’
and no letters of credit were outstanding under the
" New Credit Agreement, leaving $44.0 million unused.
and available for borrowing and/or letters of credit.
An additional $3.6 million of short-term debt and
$1.3 million of long-term debt from local foreign
loans and $0.6 million of letters of credit which are
permitted under the New Credit Agreement were
outstanding as of December 31, 2003.

World Minerals paid cash dividends to Alleghany
of $35.4 million in 2003 and $2.6 million in 20602.

Heads & Threads
international LLG

On April 30, 2003, Heads & Threads entered into a

credit agreement with a bank providing for up to $30.0
million of revolving credit loans which expires in 2006.
As of December 31, 2003, $18.1 million of indebtedness
was outstanding under Heads & Threads’ credit agreement.

Alieghany Properties, Inc.

As part of Alleghany’s sale of Sacramento Savings
Bank in 1994, Alleghany, through its wholly owned
subsidiary Alleghany Properties, purchased the real
estate and real estate-related assets of Sacramento
Savings. Alleghany Properties is Alleghany’s only
subsidiary holding substantial real estate investments.
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As of December 31, 2003, Alleghany Properties
held properties having a total book value of approxi-
mately $32.2 million, as compared with properties
having a total book value of approximately $36.3
million as of December 31, 2002, and properties and
loans having a total book value of approximately
$90.1 million as of October 31, 1994 ({the date the
assets were purchased by Alleghany Properties).

On December 11, 1998, Alleghany Properties
issued $40.0 million aggregate principal amount of
6.83 percent senior notes due 2004. The notes are
being repaid in five equal annual principal amortization
payments beginning on the second anniversary of
their issuance. The proceeds from the sale of the
notes were used to pay a dividend of $39.5 million
to Alleghany in 1998 and to cover the expenses of
the issuance. On December 11, 2003, Alleghany
Properties made its fourth principal payment on the
notes, including accrued interest thereon, in the
amount of $8.5 million, reducing the outstanding

‘principal to $8:0 million.

The capital needs of Alleghany Properties consist
primarily of various development costs relating to its
owned properties. Adequate funds to provide for the
currently foreseeable needs of its business are expected
to be generated by sales and reimbursements of tax

benefits and, if needed, capital contributions by

Alleghany. Alleghany Properties paid cash dividends
to Alleghany totalling $10.0 million in 2003.

Material Off-Balance Sheet Arrangements
Alleghany did not enter into any material off-balance
sheet arrangements during 2003 or 2002, nor did it
have any material off-balance sheet arrangements
outstanding at December 31, 2003 or 2002.

QUANTITATIVE AND QUALITATIVE

* MARKET RISK DISCLOSURE

Market risk is the risk of loss from adverse changes in
market prices and rates, such as interest rates, foreign
currency exchange rates and commodity prices. The
primary market risk related to Alleghany’s non-trading
financial instruments is the risk of loss associated
with adverse changes in interest rates.

Alleghany and its subsidiaries invest in equity
securities. Equity securities are subject to fluctuations
in market value. Alleghany and its subsidiaries also
purchase debt securities with fixed maturities that
expose them primarily to risk related to adverse
changes in interest rates.

Alleghany holds its equity securities and debt
securities as available for sale. Any changes in the fair
value in these securities, net of tax, would be reflected
in Alleghany’s other comprehensive income as a
component of common stockholders’ equity.

The primary market risk for the long-term debt of
Alleghany and its subsidiaries is interest rate risk at



the time of refinancing. Alleghany and its subsidiaries
monitor the interest rate environment to evaluate .

refinancing opportunities. For additional information

regarding the long-term debt of Alleghany and its
subsidiaries, see “Financial Condition.”

Other than one interest rate swap, Alleghany currently' ’

does not use derivatives to manage market and inter-
est rate risks. In respect of the interest rate swap, .
Alleghany is exposed to a credit risk in the unlikely
event of nonperformance by the swap counterparty.
Alleghany, through World Minerals and Heads &
Threads, conducts certain business activities in foreign
countries. World Minerals minimizes its exposure
to the risk of foreign currency fluctuation by, among
other things, requiring its non-European subsidiaries
to invoice their export customers in U.S. dollars and
causing its subsidiaries, whenever feasible, to declare
and pay dividends to repatriate profits back to the
U.S. in U.S. dollars. Heads & Threads imports virtually:
all of its fasteners, the costs of which are therefore
subject to fluctuations in foreign currency and import
duties. Alleghany does not believe that the operations

- SENSITWITY AHALYSIS-
December 31, 2003
(in millions) '

of World Minerals and Heads & Threads subject

" Alleghany to a material risk from foreign currency

fluctuation.

The table below presents a sensitivity analysis of
Alleghany’s debt securities and insurance company
subsidiary debt that are sensitiveto changes in interest
rates. Sensitivity analysis is defined as the measurement
of potential change in future earnings, fair values or
cash flows of market sensitive instruments resulting
from one or more selected hypothetical changes in
interest rates over a selected time. In this sensitivity

“analysis model, Alleghany uses fair values to measure

its potential change, and'a +/- 200 basis point range

of change in interest rates to measure the hypothetical -
change in fair value of the financial instruments
included in the analysis. - .

The change in fair value is determined by calculating
hypothetical December 31, 2003 ending prices based
on yields adjusted to reflect a +/- 200 basis point range
of change in interest rates, comparing such hypothetical
ending prices to actual ending prices, and multiplying
the difference by the par outstandmg

Intereét Rate Shifts

--100 b

-200 100 200
Assets S : :
Debt secuntles falr Value $9‘79.2 $948.0- $917.3 $887.1 $857.9
Estlmated change in falr value $ 61.9 $ 30.7 $ — $ (30.2) $(59.4)
Liabilities '
Subsidiaries’ debt; fair value . $167.3 $166.7 $167.4 - $168.0 $168.7
Estimated change in fair value - % (0.1) $ (0.7} & — $ 06 - $ 1.3

Forwar_d-lookin.g Statements

“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Quantitative and Qualitative Disclosures
. About Market Risk” contain disclosures which are forward-looking statements. Forward-looking statements include all statements that do

not relate solely to.historical or current facts, and can be identified by the use of words such as “may,” “will,” “expect,
“continue.” These forward-looking statements are based upon Alleghany’s current plans or expectations and are

» i

“anticipate,” “plan” or

3 e

project,” “estimate,”

subject to a number of uncertainties and risks that could significantly affect current plans, anticipated actions and Alleghany’s future

finankial condition and results. These statemnents are not guarantees of future performance, and Alleghany has no specific intention to update
these statements. The uncertainties and risks include, but are not limited to; significant weather-related or other natural or human-made
disasters, especially with respect to their impact on losses at Alleghany’s insurance subsidiaries, those relating to conducting operations in

a competitive environment and conducting operations in foreign countries, effects of acquisition and disposition activities, adverse loss
development for events insured by Alleghany’s insurance operations in either the current year or prior years, general economic and political
conditions, including the effécts of a prolonged U.S. or global economic downturn or recession, changes in costs, including changes in labor
costs, energy costs and raw material prices, variations in political, economic or other factors such as currency exchange rates, inflation
rates or recessionary or eXpansive trends, changes'in market prices of Alleghany’s significant equity investments, tax, legal and regulatory
changes, extended labor disruptions, civil unrest or other external factors over which Alleghany has no control, dnd changes in Alleghany’s
plans, strategies, objectives, expectations or intentions, which may happen at any time at Alleghany’s discretion. As a consequence, current
plans, anticipated actions and future fmanczal condition and resu)ts may differ from those expressed in any forward-looking statements made by
oron behalf of Alleghany
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GONSOLIDATED BALANGE SHEETS - ‘ ' Alleghany Corporation and Subsidiaries

December 31, 2003 and 2002°

(in thousands, except share amounts) : ' 2003 2002

Assets ‘

Available for sale securities at fair value: ‘
Equity securities (cost: 2003, $370,982; 2002, $239,669) A $ 620,754 $ 486,353
Debt securities (cost: 2003, $910,307; 2002, $570,973) ’ 917,270 580,606

Short-term investments . . 135,079 237,698

‘ ) . 1,673,103 1,304,657

Cash 231,583 27,423

Notes receivable : ‘ . : 92,082 92,358

Accounts receivable, net , ) 112,808 60,431

Premium balances receivable : 279,682 25,279

Reinsurance receivables ) . 190,769 147,479

Ceded unearned premium reserves : 264,038 2,775

Deferred acquisition costs . , 47,282 22,547

Property and equipment at cost, net of accumulated depreciation and amortization 177,708 173,539

Inventory ‘ ) 84,612 81,978

Goodwill and other intangibles, net of amortization , 233,739 112,858

Deferred tax assets ‘ » : 85,736 81,653

Other assets ' : ’ : 94,898 ‘83,058

$3,568,040 $2,216,035

Liabilities and Common Stockholders’ Equity

Current taxes payable . $ 49,605 - $ 28,372
Losses and loss adjustment expenses 7 : 454,664 258,471
Other liabilities ’ ' : 211,000 145,715
Reinsurance payable : : 255,117 1,696
Unearned premiums ‘ v 676,940 64,115
Subsidiaries’ debt ‘ : ' 167,050 152,507
Deferred tax liabilities ' ‘ 190,842 185,817

Total liabilities , ‘ 2,005,218 836,693

Preferred stock v

(preferred shares authorized: 2003 and 2002 — 8,000,000;

preferred shares issued and outstanding: none) » ' — —
Common stockholders’ equity: ‘

{common shares authorized: 2003 and 2002 — 22,000,000; _ .

common shares issued and outstanding 2003 — 7,494,345; 2002 - 7,409,282) 1,562,822 1,379,342

$3,568,040 $2,216,035

See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEME"TS or EARNINGS . Alleghany Corporation and Subsidiaries”

Years ended December 31,

(in th0usahds, except péf share amounts) PR . . ‘ 2003 2002 2001
" Revenues ‘ ) o ‘ - ' :
Net fastener sales : ' : S $ 113,277 $110,408 $119,038
Interest, dividend and other income ' - 56,064 . 53,064 58,098
‘Net premiums earned L : 430,914 125,649 —
Net rhineral and filtration sales ’ - R 266,136 251,361 . 247,329
. Net gain on sale of subsidiaries . - . — ‘ R ' 522,422
Net gain on investment transactions - o ‘ . 151,842 . 36,375 11,964 °
. Total revenues . L - ’ 1,018,233 ) ' 576,857 .. 958,851
Costs and expenses ' . : , ‘ -
Commissions and brokerage expenses - . ) " 113,688 .~ - 45,349 . —
Salaries, administrative and other operating expenses . 86,473 74,504 80,197
Loss and loss adjustment expenses o o 250,202 ; 100,508 —
Cost of goods sold-fasteners . , ' 88,163 ‘ 82,162 96,472
Cost of mineral and filtration sales - : ' 199,148 ’ . 184,685 187,022
Interest expense : S ' 5514 6,545 13,790
Corporate administration o L 34,678 25,700 46,991
Total costs and expenses T ‘ - 777,866 . 519,453 . 424,472
Earnings from continuing operations, before income taxes - ) 240,367 57,404 i . 534,379
Income taxes ° o ' © 77,989 .- 2,591 103,816
Earnings from continuing operations ' ' 162,378 54,813 . . 430,563
Discontinued operations ‘ ( '
Losses from discontinued operations, net of tax benefit- S —_ R - (206,333).
Net earnings -~ ) . $162,378 ~ $ 54,813 $224,230
Basic earnings per share of common stock: * . ) v B :
_ Continuing operations . , ‘ ‘ $ 2179 8 736 $ 57.26
Discontinued operations . : : o —_ — o {(27.44)
" Basic net earnings per share - o . 8§ 2179 $ 7.36 '$ 29.82
Diluted earnings per share of common stock * o ' '
Continuing operations =~ _ : % 2172 $ 730 .$ 56.73
Discontinued operations R ‘ - e : —_ . (27.19)
Diluted net earnings per share : , . $ 2172 $ - 7.30 $ 2954

* Amounts reflect subsequent common stock dividends.
See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCKHOLDERS’ EQUITY  Alleghany Corporation and Subsidiaries

Three Years Ended December 31, 2003

Accumulated Other Total
Common Contributed Comprehensive  Treasury Retained  Stockholders’
(in thousands, except share amounts) Stock Capital Income Stock Earnings Equity
Balance at December 31, 2000 $7,497 $489,647 . $180,481 $(78,210) $565,659 $1,165,074
(7,956,643 shares of common ‘ -
stock issued; 453,464 in treasury)*
Add {deduct):
Net earnings — — — — 224,330 224,330
Other comprehensive income, net of tax: _
Translation loss —_ — (2,437) —_ — (2,437)
Minimum pension liability —_ — (105) — — (105)
Change in unrealized appreciation
of investments, net — — 5,777 — — 5,777
Comprehensive income — — 3,235 — 224,330 227,565
Common stock dividend — 2,479 — 26,036 {28,618) {103)
Other, net 17 3,211 — (5,182) — (1,954)
Balance at December 31, 2001 7,514 495,337 183,716 (57,356) 761,371 1,390,582
(7,817,199 shares of common
stock issued; 320,193 in treasury)
Add (deduct):
Net earnings — — — — 54,813 54,813
Other comprehensive loss, net of tax:
Translation gain ' — — 5,790 — — 5,780
Minimum pension liability — — (3,888) (3,888)
Change in unrealized appreciation
of investments, net —_ — (44,384) — —_ (44,384)
Comprehensive income — —_— (42,482) —_ 54,813 12,331
Common stock dividend — 238 — 26,355 (26,685) (92)
Other, net -(1,520) — (21,959) — (23,479)
Balance at December 31, 2002 7,514 494,055 141,234 (52,960) 789,499 1,379,342
(7,663,921 shares of common
stock issued; 254,639 in treasury)
Add (deduct):
Net earnings — — — — 162,378 162,378
Other comprehensive income, net of tax:
Translation gain , - — 12,679 —_ — 12,679
Minimum pension liability — — (108) (108)
Change in unrealized appreciation -
of investments, net — — (628} — — (628}
Comprehensive income — —_ 11,943 — 162,378 174,321
Common stock dividend — (2,125) — 26,685 (24,639) (79)
Cther, net (6,366) —_ 15,604 —_ 9,238
Balance at December 31, 2003 $485,564 $153,177 $(10,671) $927,238 $1,562,822 )

(7,513,648 shares of common
stock issued; 19,303 in treasury)

$7,514

* Amounts reflect subsequent common stock dividends.

See accompanying Notes to Consolidated Financial Statements.
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'CONSOLIDATED STATEMENTS OF CASH FLOWS

Alleghany Corporation and Subsi‘diaries‘

$ 41,886

" Years Ended December 31

{in thousands) ‘ 2003 2002 2001
Cash flows from operating activities o .
Earnings from continuing operations $ 162,378 $ 54,813 $ 430,563
Adjustments to reconcile net eafnings ‘ '

to cash provided by (used in) operations:
Depreciation and amortization ‘ 29,886 18,545 19,742
Net gain on investment transactions and sales of subsidiaries . (151,842) (36,375) (234,284)
Tax benefit on stock optionsbexerpised ' ‘ 4,267 1,188 816
Other changes, net ) » (47,432) 21,974 (4,869)
Decrease (increase) in accounts receivable 1,417 - (28,549) 12,137
(Increase) decrease in inventories , (147) 10,809 31,235
Decrease (increase) in other assets including goodwill 612 . (4,912) 7,198
Increase in reinsurance receivable . . 76,264 34,727 —
Increase in premiums receivable (271,008) —_ —_
Increase in ceded unearned premium reserves (305,843) 266 —
Increase in deferred acquisition costs = . (30,601) —_ —
Increase (deéréase)' in other liabilities and current taxes. 100,839 {31,537) 78,804
Increase in unearned premiums ' ‘ 657,406 6,141 —
Increase in losses and loss adjustmeht expenses 199,987 (8,215) —
Net adjustments : 263,805 (15,938) (89,221)
Net cash provided by operatiqris 426,183 38,875 341,342
Cash flows from investing activities ‘
Purchase of investments (1,451,746) {885,410) (93,784)
Sales of investments ‘ 756,517 - 503,652 110,303

 Purchases of property and equipment (13,990) (13,851) (12,034)
Net change in short-term investments 493,321 581,315 (448,385)
Other, net 94,189 65,811 " (6,941)
. Acquisition of insurance companies, net of cash acquired (109,244) (221,056) L —

Proceeds from the sale of subsidiaries, net of cash disposed = — 529,116
Net cash provided by (used in) investing activities (230,953) 30,461 78,275
Cash flows from financing activities ,
Principal payments on long-term debt - - (49,104). (43,124) (77,2986)
Proceeds of long-term debt 63,943 - 13,775 29,723
Treasury stock acquisitions (287) (28,731) (12,576)
Net cash provided to discontinued operations » — — (344,915)
Other, net o o (5,622) 450 (9,083)

Net cash provided by (used in) findncing activities 8,930 {57,630) (414,147)

Netincrease incash ' 204,160 11,706 5,470
Cash at beginning of year 27,423 15,717 10,247
Cash at end of year } $ 231,583 $ 27,423 $ 15717
Supplemental disclesures of cash ﬂoW information '
Cash paid during the year for: A

Interest ' $ 4,408 $ 3,914 $ 13,920

Income taxes $ 46,529 $ 5,343

See accompanying Notes to Consolidated Financial Statements;
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Principles
a. Principles of Financial Statement Presentation.
Alleghany Corporation, a Delaware corporation -
(“Alleghany”, or together with its subsidiaries, the
“Company”), owns Alleghany Funding Corporation
(“Alleghany Funding”); World Minerals Inc. (“World
Minerals”); Alleghany Properties, Inc. (“API”);
Alleghany Insurance Holdings LLC (“AIHL”)

and Heads & Threads International LLC (“H&T”).
Alleghany also owned Underwriters Re Group, Inc.
(“Underwriters Re Group”) until May 10, 2000,
Alleghany Asset Management, Inc. (“Alleghany Asset
Management”) until February 1, 2001, Alleghany
Underwriting Holdings Ltd (“Alleghany
Underwriting”) until November 5, 2001.

On May 10, 2000, Alleghany completed the sale of
Underwriters Re Group to Swiss Re America Holding
Corporation. AIHL retained Underwriters Re Group’s
subsidiary Alleghany Underwriting at the time of the
sale of Underwriters Re Group. On November 5, 2001,
ATHL completed the sale of Alleghany Underwriting
to Talbot Holdings Ltd. Underwriters Re Group and
Alleghany Underwriting have been classified as
discontinued operations for all periods presented.

On February 1, 2001, Alleghany Asset Management
‘merged into a wholly owned subsidiary of ABN
AMRO North America Holding Company. Alleghany
Asset Management has been classified as discontinued
operations for all periods presented.

On January 4, 2002, Alleghany completed the
acquisition of Capitol Transamerica Corporation
(“Capitol Transamerica”) for a total purchase price
of approximately $182.0 million, of which $23.3
million was allocated to goodwill and $26.3 million
was allocated to intangibles. Contemporaneous with
the acquisition of Capitol Transamerica, Alleghany
purchased Platte River Insurance Company (“Platte
River”) for a total purchase price of approximately
$40.0 million, of which $8.3 million was allocated to
intangibles.

On July 1, 2003, AIHL completed the acqulsmon

of Resurgens Specialty Underwriting, Inc. (“Resurgens -

Specialty”), a specialty wholesale underwriting agency,
from Royal Group, Inc., a subsidiary of Royal &
SunAlliance Insurance Group plc (“R&SA”), for cash
consideration, including capitalized expenditures, of
approximately $116.0 million. In connection with the
acquisition of Resurgens Specialty, on June 30, 2003,

RSUI Group, Inc. acquired RSUI Indemnity Company

(“RIC”) to write admitted business underwritten by
Resurgens Specialty, from Swiss Re America Holding
Corporation for cash consideration of approximately
$19.7 million. On September 2, 2003, RIC purchased
Landmark American Insurance Company to write
non-admitted business underwritten by Resurgens
Specialty, from R&SA for cash consideration of $33.9
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million. As a result of these acquisitions, AIHL
allocated $21.9 million to goodwill and $102.9 million
to intangible assets. AIHLs results of operations include
Resurgens Specialty’s results from July 1, 2003.

In March 2003, AIHL established a new specialty
liability insurance underwriting company, Darwin
Professional Underwriters, Inc. (“Darwin”). AIHL
owns 80 percent of the currently outstanding shares of
common stock of Darwin. The remaining 20 percent
of the shares of common stock of Darwin were awarded
to members of Darwin’s management under a restricted
stock plan. ‘

The accompanying consolidated financial statements
have been prepared in accordance with accounting
principles generally accepted in the -United States of
America and include the accounts of the Company.
All significant inter-company items have been elimi-
nated in consolidation. ,

The preparation of financial statements in conformity
with accounting principles generally accepted in the
United States of America requires management to
make estimates and assumptions. These estimates and
assumptions affect the reported amounts of assets and
liabilities and disclosure of contingent assets and

" liabilities at the date of the financial statements, as

well as the reported amounts of revenues and expenses
during the reporting period. Actual results could differ
from those reported results to the extent that those
estimates and assumptions prove to be inaccurate.

b. Investments.

Investment securities consist of equity securities, debt
securities and short-term investments. The Company
classifies its marketable equity securities and debt
securities as available for sale. Debt securities consist

“of securities with an initial maturity of more than one

year. Such securities include U.S. Treasury, Federal
National Mortgage and Federal Home Loan Mortgage
notes. Short-term investments include commercial
paper, certificates of deposit, money market instruments
and any fixed maturity with an initial maturity of one
year or less.

At December 31, 2003 and 2002 available for sale

-securities are recorded at fair value. Unrealized gains

and losses, net of the related tax effect applicable to
available-for-sale securities, are excluded from earnings
and reported in comprehensive income and reported
as a separate component of common stockholders’
equity until realized. A decline in the fair value of -
an available for sale security below its cost that is
deemed other-than-temporary is charged to earnings.

Realized gains and losses on investments are
determined on the specific identification method.

At December 31, 2003 and 2002, the Company had

-concentrations of market risk in its holdings of the

equity securities of the Burlington Northern Santa Fe
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Corpdretion of $258.8.million and $411.8 million,
respectively, and of CIGNA Corporation of $207.4
million and $0.0 million,'respectively.

c. Property and Equlpment

Depreciation of buildings and equlpment and amorti- -

zation of leasehold improvements are principally
calculated using the straight-line method over the
estimated useful life of the respective. assets or the '
life of the lease whlchever is less. B

~d. Derivative Financial I-nstruments.

The Company-has only limited involvement with
derivative financial instruments and does not use .
them for trading purposes. The Company enters into

interest rate swaps for purposes of converting variable

interest rate exposure to a fixed rate and to match
interest expense with interest income. Interest rate

swaps are accounted for as a hedge of the obligation. -

Interest expense is recorded usmg the revised
interest rate.

e. Deferred Acqulsmon Costs
Acquisition costs related to unearned prermums that

vary with, and are directly related to, the production
of such premiums (principally commissions, premium.

taxes, compensation and certain underwriting expenses)

are deferred. Deferred acquisition costs are amortized

to expense as the related premiums are earned.
Deferred acquisition costs are periodically reviewed
to determine their recoverability from future income,
including investment income, and if any such costs
are determined to be not recoverable they are charged
-to expense. Deferred acquisition costs amortized to
- expense in 2003 and 2002 were $43. 0 and $6. 2 million,
respectively.

f. Premlums

Premiums are recogmzed as revenue on a pro- -rata
basis over the term of an insurance pohcy Unearned
premiums represent the portion of premiums written
which are applicable to the unexpired terms of
insurance policies in force.

‘Premium balances receivable are reported net of
an allowance for estimated uncollectible premium .
amounts. Ceded premiums are charged to income
over the applicable term of the various reinsurance,
contracts with third party reinsurers. '

g. Loss Reserves. :

The reserves for losses and }oss ad]ustment expenses
represent management’s best estimate of the ultimate
cost of all reported and unreported losses incurred
through the balance sheet date and include: (i) the
accumulation of individual estimates for claims -
reported on direct business prior to the close of an
accounting period; (ii) estimates received from rein--
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" surers with respect to reported claims which have

been reinsured; (iii) estimates for incurred but not
reported claims based on past experience modified
for current trends; and (iv) estimates of expenses for

'investigating and settling claims based on past experi-

ence. The reserves recorded are based on estimates
resulting from the review process, and differences -
between estimates and ultimate payments are
reflected as an-expense in the statement of earnings in

" the'period in which the estimates are revised.

h. Reinsurance.

. AIHL follows the customary practice of reinsuring

with other companies the loss exposures on business

.~ its insurance operations have written. This practice
_ allows AIHL's insurance operations to diversify their

business and write larger policies, while limiting the
extent of their primary maximum net loss. Reinsuring
loss exposures does not r,el'ieve‘AH-IL’s insurance
operations from their obligations to policyholders.
ATHL's insurance operations remain liable to their
policyholders for the portion reinsured to the extent
that any reinsurer does not meet the obligations -

assumed under the reinsurance agreements. To

minimize its exposure to losses from a reinsurer’s

- inability to pay, AIHL and its insurance operations

periodically evaluate the financial condition of thelr
reinsurers.
In connection with the Company’s acquisitions of -

* Platte River in 2002 and Landmark in 2003, the sellers

contractually retained through reinsurance agreements-.
the obligation to pay all of the losses and loss

4adjustment expenses of Platte River and Landmark
- in existence at the date of acquisition. Accordingly, .

ATHL recorded both a reinsurance receivable and a

-loss reserve liability in the amount of $181.3 million

at the time it acquired Platte River and approximately
$15.0 million at the time it acquired Landmark. Such
reinsurance receivables and loss reserve liabilities

‘may change when losses are reported but are expect-

ed to decline over time as losses are paid. Such
amounts were $92.0 million for Platte River and $37.3

for Landmark at December 31, 2003. At December 31,
" 2002 the amount for Platte River was $142.5 million.

Reinsurance receivables (including amounts related

* to claims incurred but not reported) and prepaid.

reinsurance premiums are reported as assets. Ceded
premiums are charged to income over the applicable
terms of the various reinsurance contracts with third
party reinsurers. Reinsurance contracts that do not
result in a reasonable possibility that the reinsurer
may tealize a significant loss from the insurance risk
assumed and that do not provide for the transfer of
significant insurance risk generally do not meet the
conditions for reinsurance accounting and are
accounted for as dep051ts
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i. Income Taxes. i

The Company files a consolidated federal income tax
return with its domestic subsidiaries. Deferred tax
assets and liabilities are recognized for the future tax
consequences attributable to differences between the
financial statement carrying amount of existing assets
and liabilities and their respective tax bases and
operating loss and tax credit carryforwards. Deferred
tax assets and liabilities are measured using enacted
tax rates expected to apply to taxable income in the
years in which those temporary differences are
expected to be recovered or settled. The effect on
deferred tax assets and liabilities of a change in tax
rates is recognized in income in the period that
includes the enactment date.

j- Accounts Receivable.
Accounts receivable consist of receivables, net of
allowances.

k. Inventory.

Inventories are stated at the lower of cost or market.
Cost is computed using either the last in, first out
(LIFO) method, the first in, first out (FIFO) method
or the average cost.

1. Revenue Recognition.

Revenue is recognized either upon shipment or upon

receipt of goods by the customer depending upon

whether the contractual sales terms are Freight-on-
board (“FOB”) shipping point or FOB destination,

respectively.

m. Cash.

For purposes of the consolidated statements of cash
flows, cash includes only funds on deposit which
are available for immediate withdrawal.

n. Net Earnings Per Share of Common Stock.

Net earnings per share of common stock are based on
the average number of shares of Alleghany common
stock outstanding during the years ended December
31, 2003, 2002, and 2001, respectively, as adjusted
for stock dividends. The average number of shares

of common stock outstanding, as adjusted for stock
dividends, was 7,450,625 in 2003, 7,448,058 in 2002,
and 7,519,032 in 2001.

o. Stock Option Plans.

The Company follows Statement of Financial
Accounting Standards No. 123 (SFAS 123},
“Accounting for Stock-Based Compensation -
Transition and Disclosure.” SFAS 123 establishes
accounting and reporting standards for stock-based
employee compensation plan, and allows companies
to choose between the “fair value based method of
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accounting” as defined in SFAS 123 and the “intrinsic
value based method of accounting” as prescribed by
Accounting Principles Board Opinion No. 25 (APB
25), “Accounting for Stocks Issued to Employees.”
The Company has elected to continue to follow the
“intrinsic value based method of accounting” for
awards granted prior to 2003 and accordingly no
expense is recognized for those stock option grants.
Effective January 1, 2003, the Company adopted the
“fair value based method of accounting” of SFAS 123,
using the prospective transition method for awards
granted after January 1, 2003.

The fair value of each option grant is estimated on
the date of grant using the Black-Scholes option pricing
model with the following weighted-average assumptions:
no cash dividend yield for all years; expected volatility
of 18 percent for all years; risk-free interest rates ranging
from 2.58 to 3.72 percent; and expected lives of seven
years.

Had compensation cost for the Company’s two
stock-based compensation plans been determined
based on the fair value at the grant date for awards
under those plans consistent with the method of
SFAS 123, the Company’s net earnings and earnings
per share would have changed to the pro forma
amounts indicated as follows:

2003 2002 2001

$162,378 $54,813 $224,230
$161,905 $53,109 $225,927

As reported
Pro forma

Net earnings

Basic earnings
per share $ 2179 $ 736 $ 29.82

$ 2173 § 713 $ 3005

As reported
Pro forma

p. Goodwill and Other Intangible Assets.

Effective January 1, 2002, the Company adopted
FASB Statements of Financial Accounting Standards
No. 141 (SFAS 141), “Business Combinations,” and
No. 142 (SFAS 142), “Goodwill and Other Intangible
Assets.” Upon adoption, the Company stopped
amortizing goodwill and certain intangible assets

~with an indefinite useful life created by business

combinations accounted for using the purchase method
of accounting. Instead, goodwill and intangible assets
deemed to have an indefinite useful life are subject

to an annual review for impairment. Other intangible
assets that are not deemed to have an indefinite
useful life will continue to be amortized over their
useful lives.

g. Reclassification.
Certain prior year amounts have been reclassified to
conform to the 2003 presentation.
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r. Reclamation Costs.

' On January 1; 2003, the Company adopted Statement
of Financial Accounting Standards No. 143 (SFAS -
143), “Accounting for Asset Retirement Obligations.”

" SFAS 143 requires that the fair value of a liability for
an asset retirement obligation be recognized in the
period in which it.is incurred if & reasonable estimate
of fair value can be made. The associdted asset
retirement costs are capitalized as part of the carrying

‘amount of the long-lived asset and amortized over its

-useful life. In addition, the retirement obligation is
“discounted and accretion expense is recognized. As’
‘'such,.a provision has been established for the present
~value of estimated future costs of site reclamation
relating to final reclamation at each site. The provision
is based on engineering estimates of the anticipated
method and extent of site reclamation required to
meet regulatory requirements. The provision for recla-
mation costs is subject to review by management on a
regular basis and is revised periodically for clianges in
future estimated costs and/or regulatory requirements.
~ The adoption of SFAS 143 did not have a material
impact on the Company’s consolidated flnanmal
condition or results of oper at1ons

8. Recently Adopted Account_ing Standards.

In December 2003, FASB Statement No. 132 (revised),
“Employers’ Disclosures about Pensions and Other
Postretirement Benefits,” was issued. Statement 132
(revised) prescribes.employers” disclosures about.
pension plans and other postretirement benefit plans;
it does not change the measurement or recognition

of those plans. The Statement retains and revises the
disclosure requirements contained in the original

Statement 132. It also requires additional disclosures

about the assets, obligations, cash flows, and net -
periodic benefit cost of defined benefit pension plans
and other postretirement benefit plans. The Statement
generally is effective for fiscal years ending after
December 15, 2003. The Company’s disclosures in
note 11 incorporate the reqmrements of Statement
132 (revised).

In December 2003, the Financial Accounting ,
Standards Board (FASB) issued Revised Interpretation
No. 46 (FIN 46R), “Consolidation of Variable Interest
Entities.” FIN 46R clarifies the application of -:
Accounting Research Bulletin No. 51, “Consolidated
Financial Statements,” to certain entities in which
equity investors do not have the characteristics of a

controlling financial interest or do not have sufficient

equity at risk for the entity to finance its activities
without additional subordinated financial support.
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FIN 46R is effective for public companies that have

. interests in variable interest entities (“VIEs”) or

potential VIEs (commonly referred to as special-
purpose entities) for periods ending after December
15, 2003. Application by public companies for all
other types of entities is required for periods ending
after March 15, 2004. The Company has chosen to
adopt FIN 46R effective December 31, 2003.

 The adoption of FIN 46R did not have any impact
on the Company’s consolidated financial condition or

. results of operations as there were no VIEs identified

which required consolidation. The Company holds
interests in private equity investments totaling $11.1

“million that are accounted for under the equity method

of accounting and are included in debt securities in
the consolidated balance sheet. The Company does

- not'have any unfunded commitments associated with

these hedge fund investments, and its exposure to

Joss is limited to the investment carrying amounts

reported in the consolidated balance sheet.
- Effective December 31, 2003, the Company

"adopted EITF Issue 03-01 (EITF 03-01), “The
‘Meaning of Other-Than-Temporary Impairment and

Its Application to Certain Investments.” EITF 03-01

- _Tequires that certain quantitative and qualitative

disclosures be made for debt and marketable equity
securities classified as available-for-sale that are
impaired at the balance sheet date but for which
an other-than-temporary impairment has not been

‘recognized. The Company has added the applicable

disclosure information in note 2.

As discussed in note p (Goodwill and Other
Intangible Assets), the Company adopted SFAS 142 in
2002 and, accordingly, stopped amortizing goodwill
on January 1, 2002. Net income and earnings per share
adjusted to exclude goodwill amortization expense
for the vear ended December 31, 2001 is as follows:

‘ 2001
Net ea.rniﬁgs . $224,230
Amortization of goodwill (net of tax} 6,825
Adjusted net earnings $231,055

- Basic Earnings per share as reported $ 29.82
Basic Earnings per share pro forma $ 30.73
Diluted Earnings -per share as reported $ 2854 -
Diluted Earnings per share pro forma $ 3044

- During 2003, the Company performed the impairment
tests using the fair value approach required by SFAS
142. Based on these tests, there was no impairment to
goodwill or intangible asset values during 2003.
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t. Statutory Accounting Practices.

The Company’s insurance subsidiaries, domiciled
principally in the States of New Hampshire, Delaware
and Wisconsin, prepare statutory financial statements
in accordance with the accounting practices prescribed
or permitted by the insurance departments of the
states of domicile. Prescribed statutory accounting
practices are those practices that are incorporated
directly or by reference in state laws, regulations,

and general administrative rules applicable to all
insurance enterprises domiciled in a particular state.
Permitted statutory accounting practices include
practices not prescribed by the domiciliary state, but
allowed by the domiciliary state regulatory authority.
The impact of any permitted accounting practices on
statutory surplus of the Company is not material.

u. Impairment of Long-Lived Assets and Long-Lived
Assets to be Disposed Of.

Statement of Financial Accounting Standards No. 144 -

(SFAS 144), “Impairment of Long-Lived Assets and
Long-Lived Assets to be Disposed Of,” provides a
single accounting model for long-lived assets to be
disposed of. SFAS 144 also changes the criteria for
classifying an asset as held for sale, broadens the
scope of businesses to be disposed of that qualify for
reporting as discontinued operations and changes
the timing of recognizing losses on such operations.
The Company adopted SFAS 144 on January 1, 2002.
As a result of the Company’s analysis, certain assets
were written down by $0.9 million in 2003 and $1.2
million in 2002 to their fair value.

Prior to the adoption of SFAS 144, the Company
accounted for long-lived assets in accordance with
SFAS 121, “Accounting for Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed Of.”

2. Investments
Available for sale securities at Decgmber 31, 2003 and
2002 are summarized as follows (in thousands):

2003
Amortized Gross Gross
Cost  Unrealized Unrealized Fair
Consolidated or Cost Gains Losses Value
Equity securities $ 370,982 $249,785 $ (13) $ 620,754
Debt securities 910,307 9,808 (2,845) 917,270
Short-term .
investments 135,079 — — 135,079
$1,416,368 $259,593 $(2,858) $1,673,103
Industry Segment
Property and
Casualty insurance $1,186,052 $ 87,983 $(2 845) $1,271,190
Mining and filtration 1,234 . - — 1,234

229,082 171,610 (13) 400,679
$1,416,368 $259,593  $( 2,858) $1,673,103

Corporate activities
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2002
Amortized Gross " Gross

‘ Cost Unrealized Unrealized Fair
Consolidated or Cost Gains Losses Value
Equity securities $ 239,669 $249,328 $(2,644) $ 486,353
Debt securities 570,973 10,468 (835) 580,606
Short-term

investments 237,698 —_ — 237,698

$1,048,340 $259,796 $(3,479) $1,304,657

Industry Segment
Property and ) v

casualty insurance $ 306,715 $ 55,327  $(3,393) $ 358,649
Mining and filtration 1,345 — —_ 1,345
Corporate activities 740,280 204,469 (86) 944,663

$1,048,340 $259,796  $(3,479) $1,304,657

The amortized cost and estimated fair value of
debt securities at December 31, 2003 by contractual
maturity are shown below (in thousands). Expected
maturities will differ from contractual maturities
because borrowers may have the right to call or
prepay obligations with or without call or prepayment
penalties.

Amortized Fair
Cost Value
Short-term investments

due in one year or less $ 135,079 $ 135,079
Mortgage-backed securities 67,209 67,217

Debt securities .
due within one year 127,493 127,468
due one through five years 343,918 346,513
due five through ten years 194,023 195,816
due after ten years 177,664 180,256
Equity securities 370,982 620,754
$1,416,368 $1,673,103

The proceeds from sales of available-for-sale
securities were $756.5 million, $503.7 million, and
$110.3 million in 2003, 2002, and 2001, respectively.
Gross realized gains and gross realized losses of
available-for-sale securities were $159.4 million and
$7.5 million, $48.1 million and $11.7 million, and
$14.6 million and $2.6 million in 2003, 2002, and
2001, respectively.

Interest, dividend and other income is comprised
as follows (in thousands):

2003 2002 2001

Interest $22,549 $24,691 $43,511
Dividends 14,522 10,944 8,968
Other 18,993 17,429 5,619
$56,064 $53,064 $58,098

During 2003, 2002, and 2001, Alleghany had
available-for-sale securities that were trading below
cost. The Company determined that these declines
were other-than-temporary and, accordingly, recorded



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

a loss provision of approximately $ 0:4 million, .
$1.5 million, and $2.6:millions respectlvely, for these
investments.

An investment in a debt or equlty security is nnpalred
if its fair value falls below its book value and the
decline is considered to be other-than-temporary.

Factors considered in determmmg whether a decline

is other-than-temporary include the length of time
and the extent to which fair value has been below
cost; the financial condition and near-term prospects
of the issuer; and the Company’s ability and intent to
hold the investment for a-period of time sufficient to
allow. for any anticipated recovery. A debt security is
impaired if it is probable that-the Company will not
be able to collect all amounts due under the security’s
contractual terms. Equity investments are impaired’
when it becomes apparent that the Company will -
not recover its cost over the expected holding period.
- Further, for securities expected to be sold, an other-
than-temporary impairment charge is recognized if the
Company does not expect the fair value of a security
to recover the cost prior to the expected date of sale.

The gross unrealized investment losses and related’
fair value for fixed maturities and equity securities at
December 31, 2003 were as follows:

" Gross
© Fair unrealized
value loss
Fixed Maturities _ '
US Government obligations L
Less than 12 months $139,252 $(1,595)
More than 12 months .8 - $ -
Mortgage backed securities .
Less than 12 months. o $ 18,938 $ (276)
More than 12.months . . $ — $ =
State, Municipal and '
Political subdivisions Lo
Less than 12 months $103,774 $ (607)
More than 12 months $ 221 3 (44)
Corporate Bonds and Other .
Less than 12 months $ 46,757 $. (322)
More than 12 months ) $ - 22 $ (1)
Total Fixed Maturities .
Less than 12 months $308,721 $(2,800)
More than 12 months $ 243 $ (45)
Equity Securities P '
Less than 12 months ) $ 2,272 $. (13)
More than 12 months T8 — R J—
Total Temporarily
Impaired Securities _
Less than 12 months $310,993 $(2,813) .
More than 12 months : $ 243 ° ' § (45)
Total . ' $311,236  ~ $(2,858)

At December 31, 2003, the cost of 109 investments in
fixed maturity securities exceeded fair value. There

‘were no individual securities with material unrealized

losses at December 31, 2003
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3. Notes Receivable .
Notes receivable are primarily comprised of a $91.5
million note due January 2007 bearing interast at a.

rate equal to the 30-day commercial paper rate plus
0. 0625 percent.

4. Inventory -
Inventories at December 31, 2003 and 2002 are
sumx_narlzed as follows (in thousands):

2003 2002

Finished goods $65,937 $64,719

Work in process - 5,509 4,638

Raw material 13,166 12,621
' $84,612

$81,978

5. Reinsurance

In the ordinary course of busmess AIHL cedes
reinsurance for purposes of risk diversification and
limiting maximum loss exposure to catastrophic
events. If the assuming reinsurers are unable to meet
the obligations assumed under these agreements,

~ AIHL would remain liable. Reinsurance receivables at

December 31, 2003 and 2002 consist of the followmg
(1n thousands)

2003 2002

Reinsurance recoverable on paid losses  § 12,067 $ 2713
. Ceded outstanding losses
$178,702 $144,766

. and loss adjustment expenses

The following table indicates property and casualty
premiums written and earned for the years ended

~ December 31, 2003 and 2002 (in thousands): '

2003 : . - Written Earned
Premiums direct ’ $742,436 $262,045
Premiums assumed $432,091 $275,911
Premiums ceded $402,052 $107,042
2002 ’ : Written Earned
Premiums direct $145,497 $140,340
Premiums assumed $ 3,009 $ 2,025
Premiums ceded $ 15,982 $ 16,716 -

The Company has geographic exposure to catastrophe
losses in certain areas of the country. Catastrophes

- can be caused by various natural and man-made events

including hurricanes, earthquakes, and windstorms. The

~ incidence and severity of catastrophes are inherently

unpredictable. The extent of losses from a catastrophe
is a function of both the total amount of insured
exposure in the area affected by the event and the

~ severity of the event. Most catastrophes are restricted

to small geographic areas; however, hurricanes,
earthquakes, and windstorms may produce significant
damage in heavily populated areas. The Company
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generally seeks to reduce its exposure to catastrophes
through individual risk selection and the purchase of
catastrophe reinsurance.

The Terrorism Risk Insurance Act of 2002 was
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7. Debt
Total debt at December 31, 2003 and 2002 is
summarized as follows (in thousands):

. . , . 2003 2002
signed into law in November 2002. This temporary 0
legislation remains in effect until December 31, 2004,  Long-Term Debt
and requires insurers to offer coverage for certain Alleghany Properties- - \

qf . . . & ial Senior notes at 6.83%, due through 2004  $ — $ 8,000
typesl 0 .te.:rro.rlst acts in thz'au" commercia Property Alleghany Funding
and liability insurance policies, and establishes a Notes payable at 2.1% to 2. 8% due 2007 80,000 80,000
federal program to reimburse insurers for a portion World Minerals
of losses so insured. Revolving credit line at
. ) o LIBOR + 1% to 1.25% due through 2003 — . 39,000
T . . Revolving credit line at
6. L.‘“.bllfty for Loss fmd Loss Adjustment Expenses LIBOR + 1.5% to 2.0% due through 2007 56,000 -
Activity in the liability for losses and loss adjustment Other loans at 4.80% to 7.0%,
expenses in 2003 and 2002 is summarized as follows due through 2011 1,287 1,305
(in thousands): Heads & Threads
Bankers acceptance at 7.37% to 8.15%
2003 2002 due through 2003 _ — 12,253
. Revolving credit line at
Balance at January 1 $ 258,471 $ — .
Reserves acquirjﬂy 14,573 266,588 prime less 0.5.% c}ue 2006 18,050 —
Less reinsurance -recoverables 159,766 179,512 Capital leasg obligations — 8 )
Net balance 113,278 87,176 155,337 140,566
Incurred related to: Short-Term Debt )

Current year . 229,519 82,639 Alleghany Propertles

Prior years 20,683 17,869 Senior notes at 6.83%, due through 2004 $ 8,000 $ 8,000
Total incurred 250,202 100,508 World Minerals

- : Bank of China term loan at 6.37% due 2004 2,356 2,356
Paid related to: Other loans due through 2004 93 317

Current year 40,122 28,562 Industrial & Commercial

Prior years 47,336 45,417 Bank of China 6.37% due 2004 1,262 1,268
Total paid 87,518 73,979 Heads & Threads
Net balance at December 31 275,962 113,705 Capitol lease obligations z -
Plus reinsurance recoverables’ 178,702 144,766 11,713 11,841

Balance at December 31 $ 454,664 258,471 $167,050 $152,507

The increase in liability for loss and loss adjustment
expenses in 2003 was primarily due to the acquisition
of Resurgens Specialty, RIC and Landmark

The estimated loss and loss adjustment expenses
for claims arising in prior years was a net unfavorable
development of $20.6 million primarily due to the
strengthening of Capitol Transamerica’s reserves in
connection with assumed reinsurance treaty business
written by one of its subsidiaries between 1969 and 1976.
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Upon cancellation in June 2002 of its five-year and
364-day revolving credit agreements with a bank
entered into in November 2000, Alleghany entered
into three-year and 364-day revolving credit agreements
with a bank syndicate which provide commitments
for revolving credit loans in an aggregate principal
amount of $200.0 million. In June 2003, the 364-day
revolving credit agreement was amended and renewed
and the three-year credit agreement was amended.

At Alleghany’s option, borrowings under the revolving
credit agreements bear interest at a rate based on the
prevailing rates for dollar deposits in the London
interbank market or the greater of the federal funds

“rate and the administrative agent bank’s prime rate

plus applicable margins. No amounts were outstanding
at 2003 and 2002 year end. A commitment fee of 1/4
of 1 percent per annum of the unused commitment is
charged. The revolving credit agreements require
Alleghany, among other things, to maintain tangible
net worth not less than $1.09 billion, limit the amount
of certain other indebtedness, and maintain certain -



NOTES TO GONSOLIDATED FINANCIAL STATEMENTS

_levels of unrestricted liquid assets. Such agreements
also contain restrictions with respect to mortgaging
or pledging any of Alleghany’s assets and the
consolidation or merger with any other corporation.
At December 31, 2003 the Company was in full
compliance with these requirements and restrictions.

On December 11, 1998, Alleghany Properties
issued $40.0 million.of 6:83 percent senior notes due

‘through 2004. The notes are being repaid in five equal

. annual principal amortization payments.

Alleghany Funding’s notes are primarily secured
by a $91.5 million installment note receivable.

Alleghany Funding has entered into a related 1nterest

rate swap agreement with a notional amount of $86.2 .

~million for the purpose of matching interest expense

_ with interest income. This swap is pay variable,.
receive variable. Alleghany Funding pays a variable
rate equal to the one month commercial paper rate -
plus 0.0625 percent and receives a variable rate equal
to the three month LIBOR rate plus 0.375 percent.
The swap matures on January 22, 2007. Alleghany
Funding is exposed to credit risk in the unlikely
event of nonperformance by the swap counter-party.
The Company monitors the credit ratmg of the swap
counter-party.

In March 1999, World Mmerals entered into a credit
agreement with several banks which, as amended,
provided for a commitment for revolving credit ,
loans and/or letters of credit in an .aggregate principal
amount of $120.0 million. Such credit agreement
matured in March 2003 and was replaced by a new
credit agreement providing $100.0 million of credit.
As of December 31, 2003, $56.0 million of long term -
indebtedness was outstandmg under World Minerals’

" credit facility. World Minerals also had $0.6 million
of letters of credit outstanding at December 31, 2003.
The aggregate available long-term borrowing and
letter of credit amount as of December 31, 2002 was’
$80.6 million.

In December 2001, Heads & Threads entered into
a credit agreement with two banks which provided a,
total of up to $28.0 million of revolving credit loans.
In April 2003, this credit agreement expired and was
replaced by a new credit agreement with one bank
providing for up to $30.0 million of revolving credit
loans. At December 31, 2003, $18.1 million of revolving

- credit loans were outstanding. At December 31, 2002,
$12.3 million of revolving credit loans and capital .
leases were outstanding.

Regarding the Company’s interest rate swaps the
impact of Alleghany’s hedging activities has been to
increase (decrease) its weighted average borrowing
rates by (0.7) percent, (4.3) percent, and (5.0) percent,
and to increase (decrease) reported. interest expense
by $(0.5) million, $(2.1) million; and $(1.9) million for
the years ended 2003, 2002, and 2001, respectively.

Alleghanyi Corporation and Subsidiaries

Schediiled aggregate annual maturities of debt for
each of the next five years and thereafter are as follows

(in thousands):

2004

-$11,852

_-and the effective income tax rate on continuing opera
tions is as follows:

2005 150
2006 18,210
2007 . 136,168
2008 180
Thereafter 490

$167,050

-*_8. Income Taxes

Income tax expense (beneﬁt) from continuing
operations consists of the following (in thousandsj:

Federal State Foreign . Total
2003 L
Current $ 77,711  $(3,017) $10,730 $ 85,424
Deferred (5,711)  (1,423) {301) (7,435)
$72,000 $(4,440) $10,429 $ 77,989
2002
- Current _ $(18,229) $(3,538) $ 9,259 $(12,508)
‘ ,Deferred 13,647 1,715 (263) 15,099
' " § {4,582) $(1,823) 5899 $ 2,591
2001 ‘ .
Current $30,130  $50,434 S 7,640 S 88,204
Deferred 17,236 (1,421) (203) 15,612
- $47,366  $49,013  § 7,437  $103,816

Earnings from continuing operations, before
income taxes, includes $25.6 million, $23.0 million,
$21.9 million from foreign. operations in 2003, 2002
and 2001, respectively.

The difference between the federal income tax rate

- 2003 2002 2001
Federal income tax rate’ . 35.0% 35.0% 35.0%

* Goodwill amortization — - . 0.1
. Incomie subject to : ' ‘ ’
dividends-received deductlon (1.2) {4.2) {0.4)
- State taxes, net of federal tax benefit (1.4) (1.6) 5.9
Book tax basis adjustment —_ —_ (22.0)
Adjustment of estimated tax liabilities — (26.8) —

Other, net — 2.1 . 0.4
) 324%  45%  19.0%
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The tax effects of temporary differences that give rise
to significant portions of the deferred tax assets and
deferred tax liabilities at December 31, 2003 and 2002
are as follows (in thousands):

2003 2002
Deferred tax assets
Net operating loss carryforward ‘
and foreign tax credit $ 8,212 $ 9,236
Reserves for impaired assets 5,220 3,844
Expenses deducted for .
tax purposes when paid 4,702 4,881

Securities valuation 507 1,144
Property and.casualty

loss reserves 12,539 6,477
Unearned premium reserves 29,250 5,879
Basis difference on BNSF shares —_ 29,352
Performance shares 5,817 4,996
Compensation accruals 15,360 12,664
Qther 6,404 5,341
Deferred tax assets 88,011 83,814
Valuation allowance (2,275) (2,161)
Total deferred tax asset 85,736 81,653
Deferred tax liabilities )
Unrealized gain on investments 90,215 89,692
Tax over book depreciation 26,647 27,126
Deferred income on installment note 31,974 31,974
BNSF redemption 11,311 14,881
Deferred acquisition costs 19,095 10,744
Purchase accounting ad)ustments 7,490 10,191
QOther 4,110 1,209
Total deferred tax liabilities 190,842 185,817
Net deferred tax liability $(105,106)  $(104,164)

A valuation allowance is provided when it is
more likely than not that some portion of the deferred
tax assets will not be realized. At December 31, 2003
and 2002, the Company established a valuation
allowance of $2.3 million and $2.2 million, respec-
tively, for certain deferred state tax assets which it
believes may not be realized.

9. Stockholders’ Equity

The total number of shares of all classes of capital
stock which Alleghany has authority to issue is
- 30,000,000, of which 8,000,000 shares are preferred
stock, par value of $1.00, and 22,000,000 shares are
common stack, par value of $1.00.

At December 31, 2003, $179.3 million of World Minerals

stockholders’ equity was restricted as to dividend
payments to Alleghany by a borrowing agreement.
AIHL’s insurance subsidiaries are subject to various
regulatory restrictions that limit the maximum amount
of dividends available to be paid without prior approval
of insurance regulatory authorities. In 2004, a maximum
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amount of $56.6 million and $1.3 million will be
available without prior approval of the New
Hampshire and Wisconsin insurance departments,
respectively.

Additionally, payments of dividends (other than
stock dividends) by Alleghany to its stockholders
are limited by the terms of its revolving credit loan
agreements which provide that Alleghany can pay
dividends up to the sum of cumulative net earnings

- after December 31, 2001, proceeds from the issuance

of stock after December 31, 2001, and $50.0 million,
provided that Alleghany maintains certain financial
ratios'as defined in the agreements. At December 31,
2003, approximately $274.6 million of common
stockholders’ equity was available for dividends by
Alleghany to its stockholders.

Alleghany provides, through its 1993 Long-Term
Incentive Plan (under which awards were granted
through 2001 year end) and its 2002 Long-Term
Incentive Plan, for incentive compensation of the
types commonly known as restricted stock, stock
options, stock appreciation rights, performance shares,
performance units and phantom stock, as well as
other types of incentive compensation. Awards may
include, but are not limited to, cash and/or shares
of Alleghany’s common stock, rights to receive cash
and/or shares of common stock and options to
purchase shares of common stock including options
intended to qualify as incentive stock options under
the Internal Revenue Code and options not intended
to qualify. The number of performance shares awarded
under the incentive plans to employees of the
Company were 26,930 in 2003, 30,659 in 2002, and
21,801 in 2001 (as adjusted for stock dividends).

Under the incentive plans, participants are entitled,
at the end of a four-year award period, to the fair
value of the number of shares of Alleghany’s common
stock equal to the number of performance shares
issued to them based on market value on the payment
date and normally payable half in cash and half in
common stock, provided defined levels of performance
are achieved. As of December 31, 2003 (for all award
periods through the award period 2003}, 120,156 per-
formance shares were outstanding. Expense is recog-
nized over the performance period on a pro rata basis,

Alleghany also provides, through its Amended and
Restated Directors’ Stock Option Plan (under which
options were granted through May 1999) and its
2000 Directors’ Stack Option Plan, for the automatic
grant of non-qualified stock options to purchase 1,000
shares of common stock in each year after 1987 to
each non-employee director. Options to purchase
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7,000 shares at the then fair market value of $170.54
were granted in 2003. At December 31, 2003, 85,564
options were outstanding, of which 71,376 options
were vested at an average option price of $140.53.

No options were granted to subsidiary directors
in 2003. At December 31, 2003, 10,826 options were
outstanding and fully vested to subsidiary directors at
~ an average option price of $189.62.

Compensation cost that has been charged agamst
income for the Company’s incentive and stock-based
plans ' was $7.7 million, $0.2 million, and $8.1 million
- in 2003, 2002, and 2001, respectlvely

In October 1997, options outstanding under the
1993 Stock Option Plan of Underwriters Re Group-
were exchanged for Alleghany options under the

Underwriters Re Group 1997 Stock Option Plan, which

is still in effect. The stock options are not exercisable
until one year from the date of grant when 25 percent
are exercisable with-an additional 25 percent becoming
exercisable on each subsequent anniversary of the
grant date. No options were issued in 2003. At
December 31, 2003, 20,728 options were outstanding
and vested at an average option price of $104.17.
In-connection with its purchase of Alleghany
Underwriting in October 1998, Underwriters Re
Group granted Alleghany options under the
Underwriters Re Group 1998 Stock Option Plan in
exchange for outstanding options and warrants to
purchase shares of Alleghany Underwriting stock.
No options were issued in 2003. At December 31,
2003, 5,933 options were outstanding and vested at
an average option price of $69.50.

The Board of Directors has authorized the purchase

from time to time of additional shares of common |
* stock for the treasury. During 2003, 2602 and 2001,
Alleghany repurchased 1,326, 155,613, and 66,692
shares of its common stock at a cost of $.3 million,
$28.7 million, and $12.7 million, respectively.
Statutory net income (loss) of the Company’s insurance
subsidiaries was-$9.8 million and $(8.9) million for
the years ended December 31,2003 and 2002; respec-
tively. Statutory capital and surplus of the Company’s

insurance subsidiaries was $737.0: million and $154.5. "

million at December 31, 2003 and 2002, respectively.

10. Fixed Option Plans
A summary of the status of the Company'’s fixed

_option plans as of December 31, 2003, 2002, and 2001

and changes during the years ending on those dates is
presented as follows: .

Alleghany Corporation and Subsidiaries

2003 2002 " 2001
Weighted = Weighted Weighted
Average Average Average

Shares Grant Shares  Grant -Shares Grant
{000) ' Price {000)  Price (00D)  Price

Fixed Options
" Outstanding, )
beginning 210 $ 107 240 § 102 362 $ 120
Granted 7 171 7 183 7 193
Exercised - (34) 68~ (36) 9z (21) 81
Forfeited : — — (1) 214 (108) 172
Outstanding, ending 123 *§ 141 210 $ 107 240 $ 102
“Options exercisable - :
at year end 109 — 193 — 219 —
Weighted-average
fair value of
options granted
during the year — $5140 - — $53.45° — §53.85
Options Outstanding
Weighted
Average
Number
Qutstanding Remaining Weighted
at 12/31/03 = Contractual Average
-(000) Life (years) Exercise Price
Range of Exercise Prices
. $69t082 - 25 1.0 $ 75
- $109t0 213 98 5.1 . 156
123 4.2 $141
Options Exercisable i
Number
Exercisable Weighted
at 12/31/03 Average
) (000) - Exercise Price
Range of Exercise Prices
. $ 69 to 82 ’ 25 ' $ 75
$ 109 to 213 ) 84 152
109 $135

11. Employee Benefit Plans
The Company has several noncontributory defined

benefit pension plans covering substantially all of its

employees. The defined benefits are based on years of
service and the employee’s average annual base salary
over a consecutive three-year period during the last
ten years of employment plus one half of the highest
average annual bonus over a consecutive five-year period
during the last ten years of employment. The Company'’s
funding policy is to contribute annually the amount

' necessary to satisfy the Internal Revenue Service’s

funding requirements. Contributions are intended to
provide not only for benefits attributed to service to date
but also for those expected to be earned in the future,
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The following tables set forth the defined benefit
pension plans’ funded status at December 31, 2003
and 2002 (in millions, except percentages):

2003 2002

Change in projected benefit obligations
Projected benefit obligation

at beginning of year $ 60.9 $ 539
Service cost ’ 3.3 2.3
Interest cost 4.1 3.7
Amendments 1.8 01
Actuarial loss 6.9 3.9
Benefits paid (3.3) (3.0
Projected benefit obligation at end of year $ 73.7 $ 60.9
Change in plan assets
Fair value of plan assets

at beginning of year $ 40.7 $ 416
Actual return on plan assets 6.9 (2.8)
Company contributions 6.9 4.9
Benefits paid - (3.3) (3.0)
Fair value of plan assets at end of year . $51.2 $ 40.7
Funded status : $(22.5) $ (20.2)
Unrecognized net loss 12.4 2.1
Unrecognized prior service cost 5.6 13.5
Pension liability included in other liabilities  $ (4.5) $ (4.6)
Weighted average asset allocations
Equity securities ‘ 47% 49%
Debt securities 53% 51%
Total . 100% 100%
Accumulated benefit obligation $ 63.8 $ 52.8

2003 2002 2001

Net pension cost included the following
expense (income) components
Service cost — benefits earned :
during the year $3.3 $24 $28

Interest cost on projected .

benefit obligation 4.1 3.6 $34
Expected return on plan (3.1) (3.2) (3.2)
Net amortization and deferral 2.6 1.7 1.9

Net periodic pension cost
included in salaries, administration .
and other operating expenses $6.9 $4.6 549

2003 2002 2001

Assumptions used in computing the funded

stotus of the plans are as follows
Rates for increases in compensation levels = 4-5% 4-5% 5.00%
Range of weighted average discount rates ~ 6.00% 6.50-6.75% 7.00%
Range of expected long-term rates of return ~ 2-8% 4-8% 4-8%

The Company’s investment policy is to provide long-
term growth combined with a steady income stream..
The target allocation of 47 percent in equity security
includes 34 percent in a low-cost S&P index fund,

9 percent in an aggressive growth fund of funds and
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4 percent in an international fund of funds. The

53 percent for debt securities includes 36 percent in

an intermediate bond fund and 17 percent in a stable
value, mortgage backed securities, fund. All funds
are rebalanced periodically. This mix of investments
is intended to provide stability and an income stream
sufficient to meet current obligations without the
need to sell longer-term investments. The overall
long-term rate-of-return-on-assets asumptions are
based on historical investments.

Contributions of $7.3 million are expected to be
paid to the plans during 2004.

The measurement date used to determine pension
and other postretirement benefit plans is December
31, 2003.

The Company provides supplemental retirement
benefits through deferred compensation programs
and profit sharing plans for certain of its officers and
employees for which earnings were charged $4.9 mil-
lion in.2003, $3.3 million in 2002, and $2.9 million
in 2001.

The Company also provides certain healthcare and

- life insurance benefits for retired employees. The cost

of these benefits is accrued during the period that
employees render service. The accrued postretirement
benefit obligation was $3.4 million and $2.9 million
at December 31, 2003 and 2002, respectively. The
postretirement healthcare and life insurance costs
recognized were $0.4 million and $0.1 million for
2003 and 2001, respectively. The Company recognized
no postretirement healthcare and life insurance costs
in 2002.

12. Comprehenswe Income

Comprehensive income requires that an enterprise

(a) classify items of other comprehensive income by
their nature in a financial statement and (b) display
the accumulated balance of other comprehensive
income separately in the equity section of the balance
sheet. Accumulated other comprehensive income

of the Company consists of net unrealized gains on
investment securities, foreign exchange translation
adjustments and minimum pension liability.

Before Tax Net of Tax
Tax  Expense  Amount
(000) {oo0) (000)

2003

Unrealized holding (1osses] gains
arising during year

Less: reclassification adjustments

$(152,808) $ 53,483 $(99,325)

for gains realized in net income 151,842 (53,145) 98,697
Change in unrealized gain
on investments 3 (966) $ 338 $ (628)
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" Before -Tax Net of Tax
Tax  Expense  Amount

2002 . :
- Unrealized holding (losses) gains
_arising during year
Less: reclassification adjustments
for gains realized in netincome

$(104,658) $36,630 $(68,028)

36,375 - {12,731)

"Change in unrealized gain
on investments ’

$ (68,283} $23,899 3$(44,384)

2001 - . :
Unrealized holding gains (Iosses) - : ’ :
' : $ 18251 3 (5,387)

arising -during year $11,864
Less: retlassification adj ustments o i )

‘for gains realized in net income " (9,384) 3,277 (6,087)
Change in unrealized loss

on investments $ 5,777

s 8887 $(3,110)

_The following are the components of accumulated
other comprehensive income as of December 31
(in thousands): :

Unrealized appreciation
on investments

Minimum pension lability

$165,978 $166,606 $210,990
(3,863)  (3.755) 133
{8,938). (21.617) (27.407)
$153,177 $141,234 $183,716

Translation adjustment

13. Earnings per share
The following is a reconciliation of the income and
share data used in the basic and diluted earnings per.
share computations for the years ended December 31
(in thousands, except share amounts):

2003 2002 - 2001

Income from continuing operations

Discontinued operations . — 7 .—  (208.333})

Income available to
common stockholders

for basic earnings per share 162,378 54,813 224,230

Effect of dilutive securities - ' —_— T = —

Income available to
common stockholders -
for diluted earnings per share

$162,378 $ 54,813 $224,230

Weighted average shares
outstanding applicable to
basic earnings per share 7,450,625 7,448,058 7,519,032
Effect of dilutive securities: ' S .
Options ) 26,504 56,429 70,672

Adjusted weighted average
shares outstanding
applicable to diluted

earnings per share” 7,477,129 7,504,487 7,589,704

©{000) (oogy (000} |

23,644 .

$162,378 $ 54,813 . $430,563

Alleghany Corporation and Subsidiaries.

Contmgently issuable shares of 39,085, 37,755, and *
44,730, were potentially available during 2003, 2002,
and 2001, respectively, but were not included in the

computation of diluted earnings per share because the

impact was anti-dilutive to the earnmgs per share
calculatmn :

14..Comm1't:ments and Contingencies

The Company leases certain facilities, furniture and
equipment under long-term lease agreements. In
addition, certain land, office space and equipment are
leased under norncancelable operating leases which
expire at various dates through 2011. Rent expense

‘was $10.1 million, $8.0 million, and $7.9 Imlhon in

2003, 2002, and 2001, respectively.

The aggregate minimum payments under operating
leases with initial or remaining terms of more than
one year as of December 31, 2003 are $12.4 million,
$10.7 million, $9.6 million, $8.4 million, $7.5 million,

- and $9.1 million in 2004, 2005, 2006, 2007, 2008 and
. thereafter, respectively.
2003 - 2002 2001

Alleghany’s subsidiaries are parties to pending
litigation and claims in connection with the ordinary
course of their businesses. Each such subsidiary

makes provisions for estimated losses to be incurred

in such litigation and claims, including legal costs.

" In the opinion of management, based in part on

advice of counsel, such provisions are adequate.

. Talbot Holdings Ltd., the new owners of Alleghany
Underwriting, raised new capital in the Lloyd’s
insurance market. In January 2003, Alleghany agreed
to provide a $15.0 million letter of credit to support

- the business written by a new syndicate of Talbot

Holdings Ltd. during 2003 and 2004. Such letter of
credit was reduced to $10.0 million in December 2003.
AIHL’s reserve for unpaid losses and loss adjustment

- expenses includes $28.1 million and $7.3 million
‘of gross and net reserves at December 31, 2003 and

2002, respectively, for various liability coverages
related to asbestos and environmental impairment

-claims that arose from reinsurance of certain general

liability and commercial multiple-peril coverages
assumed by a subsidiary of Capitol Transamerica
between 1969 and 1976. This subsidiary exited this
business in 1976. Restrictive asbestos and environ-
mental impairment exclusions were introduced in late
1986 on both insurance and reinsurance contracts,
significantly reducing these exposures for incidents
occurring after 1986. Reserves for asbestos and envi-
ronmental impairment claims cannot be estimated
with traditional loss reserving techniques because of
uncertainties that are greater than those associated
with other types of claims. Factors contributing to
those uncertainties include a lack of historical data,
the significant periods of time that often elapse
between the occurrence of an insured loss and the
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reporting of that loss to the ceding company and the Notes receivable: The carrying amount approximates
reinsurer, uncertainty as to the number and identity fair value because interest rates approximate market
of insureds with potential exposure to such risks, rates.

unresolved legal issues regarding policy coverage, and Accounts receivable, Premium balances receivable
the extent and timing of any such contractual liability. and Reinsurance payable: The carrying amount

Such uncertainities are not likely to-be resolved in the = approximates fair value.
near future and, therefore, management believes it isnot ~ Swap: The fair value of the swap is based on a
possible at this time to determine the ultimate losses for  valuation model.

such claims or develop a meaningful range of such losses. ~ Other liabilities: The carrying amount approximates
For both asbestos and environmental excess of loss fair value. .

reinsurance claims, ATHL establishes case reserves by Subsidiaries’ debt: The fair value of the Company’s

applying reinsurance contract terms to losses reported  debt is estimated based on the quoted market

by ceding companies, analyzing from the first dollar prices for the same or similar issues or on current

of loss incurred by the primary insurer. In establishing  rates offered to the Company for debt with the same
the liability for claims for asbestos related liability and  remaining maturities.
for environmental impairment claims, management

considers facts currently. known and the current 16. Segments of Business

state of the law and coverage litigation. Additionally, Information concerning the Company’s continuing
ceding companies often report potential losses on a operations by industry segment as of and for the
precautionary basis to protect their rights under the years ended December 31, 2003, 2002 and 2001 is
reinsurance arrangement, which generally calls for -summarized as follows (in thousands):

prompt notice to the reinsurer. Ceding companies,
at the time they report such potential losses, advise
AJHL of the ceding companies’ current estimate of
the extent of such loss. AIHL's claims department

2003 2002 2001

Revenues from continuing operations
Property and casualty insurance $ 511,531 § 128,091 $ —

] - ) : Mining and filtration 266,270 251,173 248,501
reviews each of the precautionary claims notices Corporate activities 240432 197,593 710,350
and, based upon current information, assesses the Total $1,018.233 § 576,857 S 958.851

likelihood of loss to AIHL. Such assessment is one

. .. Earnings from continuin erations,
of the factors used in determining the adequacy of ings from continuing oper

before income taxes

the recorded asbestos and environmental reserves. Property and casualty insurance $ 134,794 $ (20,123) § _
A ' . Mining and filtration 27,494 25,428 23,373
15. Fair Value OfFinanciaI Instruments »Corporate activities 118,271 84,344 571,787
The estimated fair values of the Company’s financial 280,559 89,649 595,160
instruments are as follows (in thousands): Interest expense 5,514 6545 13,790
Corporate administration : 34,678 25,700 46,991
2003 ‘2003 2002 2002 Total $ 240,367 § 57,404 $ 534,379
Carryin, Fair  Carryi Fai .
Amourzgt : Va;;e Aa;r:;ﬁ Valil; Identifiable assets of December 31
Assels - Property and casualty insurance $2,606,955 $ 682,693 $ —
) ini filirati . 331,3
Investments $1,673,103 $1,673,103 $1,304,657 $1,304,657 gﬁ?fi?::cﬁ‘:;t;:n . 62;’723 132%);;;{;2 1 232123;
Notes receivable $ 92,082 § 92,082 $ 02358 § 91,536 P : ki 22070
Accounts receivable $ 112,808 $ 112,808 § 60,431 $ 60,431 Total $3,568,040 $2,216,035 $1,953,916
He@m balances ' Capital expenditures
rece1vab1e. $ 279,682 $ 279682 $ 25279 § 25279 Property and casualty insurance $ 5,310 3,252 $ =
Swap-hedging Mining and filtration 7,853 9,797 11,153
purposes $ - 771§ 71§ 990 § 990 Corporate activities 727 802 881
Liabilities Total $ 13990 § 13,851 $ 12,034
Other liabilities $ 211,000 $ 211,000 $ 145,715 § 145,715 . - -
Reinsurance payable $§ 255,117 $ 255,117 $ 1,696 $ 1,696 Depreciation and amortization 4
Subsidiaries’debt $ 167,050 $ 167,367 $ 152,507 $ 152,886 Property and casualty insurance $ 11,819 $ 1,680 $ —
Mining and filtration 16,067 15,627 17,342
The following methods and assumptions were Corporate activities 2,000 1238 2400
used to estimate the fair value of each class of Total $ 298863 18545 § 19742
financial instrument for which it is practicable to
estimate fair value: _ : 17. Other Information
Investments: The fair value of equity securities a. The amount of goodwill included in the balance
and debt securities is based upon quoted market sheets at December 31, 2003 and 2002 is as follows
prices. The fair value of short-term investments - (in thousands):

approximates amortized cost.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2003 2002

AIHL $ 45,161 - $ 23,265

World Minerals 42,134 45,116

Heads & Threads - 6,144 6,144
$ 93,439

. $ 74,525

b. The amount of other intangible assets, net of
amortization, included in the consolidated balance
sheets at December 31, 2003 and 2002 is as follows
(in thousands): ' '

2003 2002

AIHL: .
Agency relationships $ 13 892 $ 14,496
Licenses 25,121 14,631
Trade name 35,500 4,900
Broker and reinsurance relatmnshxps X 32,674 —
Renewal rights 21,727 -
Other 3,614 R

$132,528 ©  $ 34,027

World Minerals 7,772 . 4,306

$140,300 $ 38,333

The economic useful lives of intangible assets are as
follows: agency relationships (15 years) state insurance
licenses (indefinite), trade name (indefinite), broker
and reinsurance relationships (15 years] and renewal
nghts (5.5 years)

c. Other assets shown in the consolidated balance ‘
sheets include the following amounts at Decemnber 31,
2003 and 2002 (in thousands):

Alleghany.

Alleghany Corporation and Subsidiaries

-e. Other liabilities shown in the consohdated :

balance sheets include the following amounts at

" December 31, 2002 and 2001 (in thousands):

2003 2002
Accounts payable $ 67,963 ' § 28,474
Performance shares 17,501 15,000
Pension, retirement &
incentive plans 41,285 13,074
Minority interest ownership ‘ .
in World Minerals 1,841 11,828
Accrued salaries and wages 11,050 9,844
Deferred compensation 4,544 12,723
Accrued expenses 14,197 14,356
- Deferred revenue 9,810 7,919
Other 42,809 32,497
$211,000 $145,715

18. Related Party Transactions

During 2003, the Company made an investment
totaling $10.3 million in Broadfield Capital, L.P., an
investment fund formed and managed by a limited
liability company owned by Jefferson W. Kirby. This
fund invests in small and mid-cap public equities,
private equities and distressed debt. Mr. Kirby was

a Vice President of Alleghany until June 30, 2003,

and is a son of F. M. Kirby, Chairman of the Board of

19. Quarterly Results of Operations (unaudited)
Selected quarterly financial data for 2003 and 2002
are presented below (in thousands, except per share
amounts):

2003 ".2002.
Real estate properties $ 32,243 $46,154
Prepaid expenses 6,348 7,824
Reinsurance dep051t premlums 15,046 —
Other 41,261 29,080
" $83,058

$ 94,898

d. Property and equlpment net of: accumulated
depreciation and amortization, at ‘December 31, 2003
and 2002 are as follows (in thousands):

: : Depreciation
2003 2002

Period
Land . ~ $ 16,665 $ 15,095 —
Buildings and improvements 43,513 41,855 30-40 years
Furniture and equipment 169,954 156,960 3-20 years .
Ore reserves 41,093 38,597 30 years
Leasehold improvements 2,560 - 1,215 . Various-
Mining equipment 28,992 27,636 °  5-7 years
Other 20,314 .~ 21,427 _

i 323,091 302,785 '
Liess: accumulated depreciation - » i
and amortization (145,383) (129,246}
' $177,708  $173,539

Quarters ended
) March 31 June 30 September 30 Decermber 31
2003 i
Revenues $138,660 $144,366 $354,850 $380,357,
Net earnings $ 7724 $ 5996 $ 74,870 $ 73,788
Basic earnings
per share of
common stock:*  $ 104 $ 81 $ 1002 $ 9.85
. 2002
" Revenues $157,998 $141,774 - $143,431 $133,654
Net earnings (loss) $ 25809 $ 8895 S 21,720 § (1,611)

Basic earnings (loss)
per share of

common stock: * $ 344 §

119 $ 293 § (0.22)

- * Amounts reflect subsequent stock dividends.

- Earnings per share by quarter may not equal the

amount for the year due to the timing of share trans-
actions and rounding.
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INDEPENDENT AUDITORS’ REPORT

Certified Public Accountants
757 Third Avenue- g
New York, NY 10017

The Board of Directors and Stockholders
Alleghany Corporation:

We have audited the accompanying consolidated
balance sheets of Alleghany Corporation and
subsidiaries as of December 31, 2003 and 2002,
and the related consolidated statements of earnings,
" changes in common stockholders’ equity and cash
flows for each of the years in the three-year period
ended December 31, 2003. These consolidated
financial statements are the responsibility of the
Company’s management. Our responsibility is to
express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with
auditing standards generally accepted in the United
States of America. Those standards require that we
plan and perform the audit to obtain reasonable
assurance about whether the financial statements
are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the

amounts and disclosures in the financial statements.
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An audit also includes assessing the accounting
principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects,
the financial position of Alleghany Corporation and
subsidiaries as of December 31, 2003 and 2002, and
the results of their operations and their cash flows
for each of the years in the three-year period ended
December 31, 2003, in conformity with accounting
principles generally accepted in the United States
of America.

KPMG LLP
February 25, 2004



COMBINING BALANCE SHEET ‘
{Not covered by Independent Auditors’ Report)

December 31, 2003

Alleghany Corporation and ‘Subsidiaries

. -Alleghany : . .
Insurance . World Corporate ‘

(inthousands) Holdings Minerals Activities Combined

Assets ‘

Available for sale securities: E .
Equity securities $ 327,701 N J— $ 293,053  $ 620,754
Debt securities - 901,147 —_ 16,123 917,270

Short-term investments 42,342 1,234 91,503 135,079

1,271,190 1,234 400,679 1,673,103 »

Cash 211,817 17,087 2,679 231,583

-Notes re_ceivablé : 407 - 91,675 ‘92,082

Accounts receivable 48,530 49,792 14,486 112,808

Premium balances recejvable 279682 — — 279,682

Reinsurance receivables 190,769 — — 190,769

Ceded unearned premium reserves 264,038 — — 264,038

Deferred acquisition costs 47,282 — — 47,282

Property and equipment at cost, A ' ( _ 3

less accumulated depreciation and amortization - 14,040 159,837 - 3,831 177,708

Inventory ) — 35,164 49,448 84,612

Goodwill and other intangibles, net of amortization 177,689 49,906 6,144 " 233,739

Deferred tax assets 56,165 12,142 17,429. 85,736

Other-assetsi 45,346 6,143 43,409 94,898
$2,606,955 - $331,305 $ 629,780 $3,568,040

Liabilities and Common Stockholders’ Equity ‘ )

~ Current taxes payable. : $ 33,205 $2,267 $ 14,133 8§ 49,605
Losses and loss adjustment expenses 454,664 - — 454,664
Other liabilities 95,616 53,333 62,051 211,000
Reinsurance payable 255,117 — — 255,117
Unearned premiums 676,940 _ — 676,940
Subsidiaries’ debt - 60,998 106,052 167,050

Deferred tax liabilities 57,192 28,567 105,083 190,842
Total,liabi]ities » 1,572,734 145,165 287,319 2,00‘5,218

Common stockholders’ equity 1,034,221 186,140 342,461 1,562,822
' . $2,606,955 $3,568,040

$331,305

$ 629,780
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COMBINING STATEMENT OF EARNINGS FROM CONTINUING IIPERA'HONS, Alleghany Corporation and Subsidiaries
BEFORE INCOME TAXES ’ '

(Not covered by‘Independent Auditors’ Report)

December 31, 2003

Alleghany
. Insurance World Corporate

(in thousands) Holdings Minerals Activities Combined
Revenues ,
Net fastener sales ] $ — L $113,277 $ 113,277
Interest, dividend and other income ) . 25,672 134 30,258 56,064
Net premiums earned ‘ 430,914 — —_ 430,914
Net mineral and filtration sales , — 266,136 — 266,136
Net gain on investment transactions , 54,945 — 96,897 151,842

Total revenues : 511,531 266,270 240,432 1,018,233
Costs and expenses _
Commissions and brokerage expenses 113,688 — —_ 113,688
Salaries, administrative, and : ‘

other operating expenses ‘ 12,847 39,628 33,998 86,473
Loss and loss adjustment expenses 250,202 ' — — 250,202
Cost of goods sold-fasteners ‘ ' ‘ — — 88,163 88,163
Cost of mineral and filtration sales ' — 199,148 — 199,148
Interest expense ‘ — 1,815 3,699 5,514
Corporate administration : — — 34,678 34,678

Total costs and expenses , : 376,737 240,591 160,538 777,866
Earnings from continuing operations, '

before income taxes . $134,794 $ 25,679 $ 79,894 $ 240,367
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 MANAGEMENT PROFILES

- FM. K1rby

Chairman of thé Board since 1 867 dnd'chief executive ofﬁcer from 1967 .

until July 1992, and former Chairman of Investors Diversified Services,
Inc., is a former director of American Express Company, Cyclops .
‘Industries, Inc., Thé Pittston Company, New York Central Railroad, .
Penn Central Railroad, Woolworth Corporation, Alpha Portland Cement
Co. and U.S. Industries, Inc., President, FM. Kfrbj/ Foundation, Inc.,
Vice President of the Pennsylvania Society, a director - emeritus of The
Nationol Football Foundation and College Hall of Fame, Inc. Mr. Kirby
- Is an alumnus of Ldfayette College and the Harvard Business School.

John ]. Burns, Jr.

President and chief operanng officer since 1977 and chief executive
officer since July 1992, joined Alleghany in 1968 as Vice President -
Finance. He is a director of Burlington Northern Santa Fe Corpamt;on
Before joining Alleghany, he was a general partner of New York
Securities Co. and a security analyst at Goldman Sachs & Co. Mr. Burns
is g graduate of Boston College and the Harvard Business School: )

- Weston M. Hicks
Executive Vice President since October 2002, was Executive Vice

President and Chief Financial Officer of The Chubb Corporation before '

joining Alleghany. Prior to that, Mr. Hicks was a senior research

analyst and managing director at J.P. Morgan Securities from 1999 to

2001 and a senior research analyst at Sanford C. Bernstein & Co. from

. 1991 to 1999. Mr. Hicks is a Chartered Financial Analyst, @ member

of the New York Society of Securities Analysts and a member of the

Association of Investment Management and Research. Mr, Hicks is a

graduate of Lehigh University.

David B. Cuming  ~

Sénior Vice President and chzefﬁnanczal officer since 1989, }omed

" Alleghany as Vice President in 1977. Previously he was a manager
‘and investment advisor with private venture capital organizations.

" Mr. Cuming has bache]a}"s -and master’s degrees from Trinity College
in Cambridge, England. .

Robert M. Hart : .
Senior Vice President and General Counsel since 1994 and Secretary

- since January 1995, was a partner in the law firm of Donovan Leisure
Newton & Irvine LLP before joining Alleghany. He is a member of.

the American Bar Association and the American Law Institute, and a .
Senior Lecturer in Law at Duke University. Mr. Hart is a graduate of

~ Marist Co]lege and Duke Umverszty School of Law.

]ames P. Slattery .
Senior Vice President - Insurance since 2002, was Chief Operating
Officer and Deputy C}uef Executive Officer of Swiss Re America before

joining Alleghany. He is a member of the New York Society of Certified -

Publié Accountants dnd the American Institute of Certified Public
Accountants. Mr, Slattery;s a graduate of St. John’s University.

Benson J. Chapman

Vice President since January 1995, was a partner at KPMG LLP before
joining Alleghany. He is a member of the American Institute of Certified
"Public Accountants, the New York and New Jersey Societies of Certified
“"Public Accountants Financial Executives International and the Tax
Executives Institute. Mr. Chapman is a graduate of the University. af
Pennsylvania and the Northeastern UnzverSJty Graduate School of
Business Administration,

" Dorothea C. Gilliam

Vice President ~ Investients since 1991, joined Chicago thle and Trust -

Company in 1986. She.is a Chartered Financial Analyst and a member
of the Association for Investment Management and Research. Before
" joining Chicago Title in 1986, she was a security analyst at Duff &
_Phelps, Inc. Ms. Gilliam is a graduate of Newton College of the Sacred
‘Heart and the Umverszty of Tennessee Business Schoo]

Alleghany Corporation and Subsidiaries -

Peter R. Sismondo

_ Vice President, Controller and Assistant Secretary since 1989 and

Treasurer since January 1995, joined Alleghany in 1988 as Controller
and Assistant Secretary. Previously he was Vice President of E.F. Hutton
Group Inc. He is a member of the American Institute of Certified Public
Accountants. Mr. Sismondo is a graduate of Princeton University and
the Rutgers Graduate School of Management.

Christopher K. Dalrymple -

Associate General Counsel-and Assistant Secretary since March 2002,

was in-house counsel at Everest Broadband Networks and. Interliant,
Inc. prior to that. From 1996 to 2000, Mr. Dalrvmple was an associate in

" the law firm of Dewey Ballantine LLP. He is a member of the American

N

Bar Association and-a graduate of Colgate University and ComeH
University Law School. :

James A. Dixon

Chairman and ChzefExecutwe Officer of RSUI Group, Inc. since July

2003, founded Resurgens Specialty Underwriting, Inc. (then known as
‘Royal Specialty Underwriting, Inc.) and served as its Chairman from

1998 to 2003. He is a Chartered Property Casualty Underwriter.

"M, Dixon is a graduate of Highland College.

E.G. Lassiter

President of RSUI Group, Inc since July 2003, was President and Chief
Executive Officer of Resurgens Specialty Underwriting, Inc. (then known
as Royal Specialty Underwriting, Inc.) from 1999.to 2003. He is a

~ Chartered Property Casualty Underwriter. Mr. Lassiter is a graduate of

Presbyterian College and the University of Georgia Business School.

David F. Pauly

President and Chief Executive Officer since October 2002, 1omed
Capitol Transamerica as Executive Vice President, Chief Operating
Officer in January 2002. Previously he was Executive Vice President
and Chief Operating Officer of ACUITY Insurance. He joined ACUITY
Insurance in 1976 Mr. Pauly is a graduate of St. Norbert College.

Stephen J. Sills

_ President and Ch1ef Executive Officer of Darwm Professional

Underwriters since early 2003. Prior to joining Darwin, Mr. Sills was
a founder and Chief Executive Officer of Executive Risk Inc. and an
Executive Vice President of Chubb Corporation subsequent to the sale

~ of Executive Risk to Chubb. Mr, Sills is a graduate of the University of

Tennessee,

John Oskam
President and Chief Executive Officer of World Minerals since May

.2000, was previously Managing Director of Omya UK, a leading

manufacturer of calcium carbonate fillers. He was at World Minerals
from 1993 to 1998, ultimately serving as Senior Vice President—
Operations. He has worked in the industrial minerals industry in

. increasingly responsible positions since 1965, Mr. Oskam has a

bachelor’s degree in engmeermg from Lafayette College.

Gregory R. Brown

President and Chief Executlve Officer of Heads & Threads since April’
2003, was President and Chief Executive Officer of Xantrex Technology
Inc. before joining Heads & Threads. Prior to that Mr. Brown held
positions with Schneider Electric SA from 1992 to 2001, including
President and Chief Executive Officer of Schneider Canada and

- Schneider Mexico & MidAmericas. Mr. Brown is a graduate of Virginia
" ‘Polytechnic University.

David J. Bugatto
President and chief executive officer of Alleghany Properties since

January 2000, joined Alleghany Properties as Senior Vice President in

1994, Previously he was a Vice President of the real estate investments
division of Sacramento Savings Bank, which was a subsidiary of
Alleghany. He is a director of Sonoma West Holdings Inc., managing
trustee of the Lambda Chi Alpha Scholarship Fund, and an active
member in the Urban Land Institute. Mr. Bugatto is a graduate of the
California State University Sacramento.
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DIRECTORS AND OFFICERS

Directdrs
Rex D. Adamst )
Professor of Business Administration,
Fuqua School of Busingss at Duke Umverszty (education)
- John J. Burns, Jr.*
President and chief executwe ofﬁcer Alleghany Corpomtzon
Dan R. Carmichaelt -
_ President and Chief Executive Officer, ~
Ohio Casualty Corporation (property and casua]ty msurance)

Thomas S. Johnsont

" Chairman and Chief Executive Officer,

GreeriPoint Financial Corp. and GreenPoint Bank (banking)
Allan P. Kirby, Jr.*

President, Liberty Square Inc. (mvestments) Chairman

of the Executive Committee, AHeghany Cozpomnon

FM. Kirby*

Chairman of the Board, AHeghany Corporation
William K. Lavint

Financial Consultant

Roger Noall .

Retired Executive, KeyCorp (banking)

James F. Will*

President, Samt Vincent Co]]ege (educatmn }

- *Member of the Executive Committee -
+Member of the Audit Committee

.‘ Ofﬁceré

FM. Kirby
Chairman of the Board

. John J. Burns, Jr.

President and chief executive officer
Weston M. Hicks

Executive Vice President

David B. Cuming

Senior Vice President

Robert M. Hart
Senior Vice President, General Counsel and Secretary

| James P. Slattery

Senior Vice President - Insurance
Benson J. Chapman

Vice President

Dorothea C. G11ham

Vice President — Investments

Peter R. Sismondo _
- Vice President, Controller, Treasurer and
Assistant Secretary '

Christopher K. Dalrymple

Assocmte General Counsel and Ass1stant Secretary

OPERATING BUSINESSES

RSUI Group, Inc.
James A. Dixon ' )
Chairman and Chief Executive Officer

- E.G. Lassiter
President

Capitol Transamerica Co:poratzon
David F. Pauly
President and Ghief Executive Oﬁzcer

Darwin meessmnal Underwnters, Inc
Stephen J. Sills
President and Ch1ef Executzve Ofﬁcer

World Minerals Inc.
John Oskam
Pres1dent and Chzef Executzve Officer

‘' Heads & Threads International LLC

Gregory R. Brown

President and Chief Executive Officer

Alleghany Properties, Inc.
David J. Bugatto

" . President

ADDITIONAL INFORMATION

Stockholders may obtain, free. of charge, a copy of Alleghany’s. )

annual report on Form '1~0-’K filed with the Securities and
Exchange Commission for the year ended December 31, 2003
{together with a description of the exhibits thereto), upon
request to the Secretary of Alleghanv Corporation, 375 Park
Avenue, New York, New’ York 10152.
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